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SAVERS'  SURPLUS  AND  THE  INTEREST 
RATE 

SUMMARY 
I.  Tbe  Fn^ilem:  !■  intsreet  detornuned  b;  use  (demand)  or  by  a  oost 
of  BftTing  T  —  Bftv«»'  mnplus,  3.  —  Its  disousBion  bj  eoonomista,  4.  — 
n.  The  oouToea  of  BavingB,  10.  —  Analyau  of  income  distribution  in 
United  Staiee,  11.  —  Dominant  Hvinga  by  the  rich,  14. — III.  The 
psychology  <rf  saving,  17.  —  Tbe  poor,  18.  —  The  middle  olaaaes,  19. 
—  TheweaUhy,  21.  —  Automatic  ooetlan  savings,  23.  — The  margin  ^i 
■aalyaia  inapplicable,  21.  —  IV.  Corporate  muplusee  and  bank-ciedlt 
loan  fmids,  their  great  amounts,  27.  —  How  far  oostleas,  28.  —  Bank 
vedit  loan  funda,  29.  —  Conclusion,  31. 

I.  The  Problem 
Gleabbd  of  Mholastic  refinement,  all  interest  theories 
on  tike  demand  side,  are  essentially  and  fundamentally 
"use"  theories.  Capital  (however  conceived  and  de- 
fined) is  regarded  as  productive  in  some  sense  of  the 
term.  At  one  end  it  is  concrete  produced  goods  aidant 
in  the  technolc^cal  processes  of  production;  at  the 
other  end  it  is  intangible  assets  and  loan  ftmds  (whether 
of  money  "saved"  from  present  consumption  or  of 
bttnk  credit  created  ad  hoc  to  business  or  speculative 
demands)  which,  mther  with  or  without  technological 
capital  goods,  play  so  large  a  part  in  the  business  of 
profit-getting.*  ?rhe  rate  of  interest,  so  far  as  deter- 
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mi&ed  by  demand  for  capital  gooda  or  loan  funds,  de- 
pends upon  the  profitableness  of  their  use.'l^ 

£0n  the  supply  side,  interest  theories  fall  into  two 
groups.  According  to  one,  capital  supply  is  kept  up 
automatically  n capital  reproduces  itself  (or  "virtually" 
so)  and  the  supply  of  it  is  directed  or  distributed  amoi^ 
the  various  uses  and  industries  by  its  owners  in  such  a 
way  iha.t  its  productivity  tends  to  be  everywhere  the 
same.  Only  additions  of  new  capital  to  Uie  previously 
existing  total  are  according  to  this  view  conceded  to  be 
the  result  of  saving,  and  the  rate  of  interest  is  influenced 
by  the  supply  of  capital  only  as  supply  afFects  produc- 
tivity, under  some  law  of  factoral  proportion.  Accord- 
ing to  the  other  group  of  theories,  broadly  speaking, 
both  the  upkeep  and  the  interest  of  capital  involve 
saving  and  depend  upon  the  interest  rate,  which  is 
governed  by  the  psycholt^y  of  the  saver  —  by  the 
several  rates  at  which  different  individuals  subjectively 
discount  future  income  and  at  which  they  will  refrain 
from  present  spending  of  various  portions  of  tiieir 
cxirrent  Lncomcj 

Most  of  the  emphasis  in  modem  discus^ons  has  been 
placed  on  the  supply  side.  In  general,  the  productivity, 
usefulness,  or  desirability  of  capital  is  taken  as  evident. 
With  the  demand  side  of  the  problem  the  present  article 
is  only  incidentally  concerned.'  Our  purpose  has  to  do 
-'With  the  motives  to  saving  in  rdation  to  capital  supply 
and  interest  rates,  in  so  far  as  saving  is  a  ba^  of  capital 
formation.  Davenport  and  Moulton  have  made  out  a 
good  case  to  support  the  contention  that  a  large  part  of 
our  capital  loan  fund  is  supplied  without  great  saving 
on  anybody's  part,  simply  by  mortgaging  industrial  or 

«f  BnlMM  Bntav^n,  obtp.  *,  ud  "On  tb*  Natore  of  CtrtUL"  Qiaftnlr  Joonial  of 
XanwinlcB,  AoBiist  kDd  Novgmbec,  1908;  Dtvanport,  BooDomki  at  Eotetprw,  bIuis. 
xriii  tad  dii  Moultmi,  "CommsRdkl  Bankiiis  ud  Caplt*!  Formttion,"  Jonnial  cl 
PoUtloal  Baanmiir,  U>r,  JiUM,  July,  mad  NunmlMr,  ISIB;  Robartaon,  The  EwoMiukB 
of  rrag^M,  pp.  ISS-IST. 
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mercantile  product  beforehand  through  the  mstru- 
mentality  of  loan  funds  created  by  the  banks  on  a 
dender  cash  reserve.  So  far  as  this  ia  tirue,  a  certain, 
and  probably  a  large,  portion  of  our  real  capital  equip- 
ment is  produced  without  the  incurrence  of  any  cost  of 
abstinence,  saving,  or  waiting.  It  is  in  this  sense  cost- 
less capital.^  Reserving  to  a  later  section  a  brief  discus- 
don  of  the  bearing  of  this  newer  conception  of  capital 
formation,  and  restricting  our  attention  to  that  part  of 
coital  which  does  rest  back  upon  actual  saving  of  a 
dollar  for  every  dollar's  worth  of  concrete  capital  goods 
created,  the  central  question  before  us  is:  [Does  all  this 
saving  involve  real  cost,  and  if  not,  how  large  is  the 
proportion  of  costless  saving  7  Furthermore,  how  great 
is  the  differential  between  low-cost  savings  and  the 
reward  for  saving  as  (supposedly)  fixed  by  the  mar- 
^naUy  determined  interest  rate  ?  In  diort,  how  much 
<^  the  interest  burden  is  payment  for  actual  costs,  how 
much  is  unearned  income  in  the  form  of  savers'  surplus 
or  savere'  "rent"  ?}  The  question  is  important,  since 
the  interest  charge,  even  on  productive  loans  and  not 
including  war  debt  and  loans  for  predatory  purposes, 
is  an  enormous  burden  on  society.  If  it  can  be  reduced 
without  seriously  diminishing  the  flow  of  investment 
funds,  economy,  both  individual  and  social,  would 
tecommend  its  reduction. 

With  the  exception  of  specific  productivity  theories 
and  p(^bly  Kleene's  neo-residual-claimant  theory,(all 
int^est  theories,  so  far  as  the  writer  is  aware,  recognize 
cost  and  choice  as  factors  entering  into  the  determina- 
tion of  the  supply  of  capital.^  Even  Clark,  despite  his 
conviction  that  capital  is  a  continuous  immortal  some- 

>  It  will  It  ba  Hineil  that  tfa*  naa  el  bank  atdit  lot  indniitin  pnipoaH  iBvolm 
iVWtiitf tr  ooM.  ilBM  tb*  bukk  louu  oould  b«  iMid  br  th(  pi 
wnptkBtowh-  It^>*idnit,hairanr,thkttl>aafiiii 
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what,  automatically  reproducing  itself,  is  compelled  to 
admit  that  additiona  to  capital  — ' '  cumulative  saving, ' ' 
to  use  Fetter's  term  —  involve  choice  between  invest- 
ment and  present  spendii^,  and  hence  coat  or  sacrifice.^ 
tn  line,  also,  with  the  general  concept  of  margins,  the 
equilibrium  of  demand  and  supply  which  is  thought  to 
determine  the  interest  rate  is  commonly  supposed  to  be 
struck  at  that  amount  of  saving  at  which  the  sacrifice 
of  the  marginftl  saver  just  equals  the  utility  of  his 
maiginally  saved  units  to  the  least  eager  (that  is  mar- 
ginal) actual  borrower  of  capital.^;  We  are  not  here  con- 
cerned with  the  pointed  objection  to  this  doctrine,  that 
the  sacrifice  to  the  mar^nal  saver  and  the  utility  to  the 
Ttiftrginnl  boiTower  are  incommensurable  quantities.* 
Hie  marginal  method  of  analysis  is  implicit,  if  not  ex- 
plicit, in  most  modem  discussions  of  the  interest  rate. 
Just  as  we  have  to  pay  for  agricultural  produce  its  cost 
on  mftrginRl  land,  BO  (the  aigiunent  runs)  we  have  to 
pay  for  capital  its  cost  to  the  marginal  saver.  And)  just 
as  the  owners  of  superior,  intra-margiDal  land  secure  a 
surplus  —  land  rent  —  so  the  intra-marginal  (and  in  a 
sense  superior)  savers  secure  savers'  rent^ 

Among  present  day  writers  there  may  be  noted  an 
increaedng  tendency  to  recognise  the  existence,  if  not 
the  importance,  of  this  intra-maiginal  surplus.*   Hob- 

1  TTiiiiiiliili  d(  Soooomk  ThMr;,  ohap.  tx. .  "Tha  Iav  ol  AmunulatiaD  at  CapttaL" 
AlOio  Oaifc  *aemi  Modkwaly  to  anid  tlw  tanu  "  oort  "  utd '' Mcdflo^"  the  priBOiplt  of 
cvportunity  ooat  ia  Imitlieit  is  the  whole  ohaptflr. 

•  Ct.  Danoinrt,  Bgonamita  of  Entatvrin,  p.  SSS. 

■  Ihabablr  tb>  MiHxt  Mtiooi  tnlWMkd  diKUMios  of  lann'  (Uiidia  b;  ma  Amarloui 
MMioinktbC.  W.  Mizter'inioartinHtidB.  "  Tbs  Tlwory  itf  Saren' Kent  Mid  Soma 
et  Ita  AppUoatlais,"  QuaruHv  Joatai  et  Boonotnha,  AiKiL  IBM,  pp.  340-200,  Thii 
artiida  bnk«  IMW  trauDd  s(  irtdch,  homnr,  than  d«a  not  MMm  to  han  bMo  mueh 
aubeaqaant  eultaTmtioD,  a  dnumataaoe  dutt  pnhapa  to  the  lix4>liflit  faith  of  Amarioaa 
aooDmiiata  In  tim  TaSdity  and  nO.<imtj  el  tbe  theory  of  maislnal  ooat*  and  produeta. 
Aathe  author  hlmaelf  aoeeptad  without  aeiioae  queatlon  elaariaal  asd  "marclnal"  oo&- 


Soow  )WB  eatttar,  Pntoaor  Camr  ia  hii  "  Th«  Plaee  ef  Ahatinanae  la  the  Thai 
iDtecot"  (Quarterly  Jounal  of  Eoonomiea,  Ootobar,  1803,  pp.  40-41)  biou«ht  M 
•xbtaoM,  but  not  tha  aodal  ri| 
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son '  devotes  considerable  space  to  "coatless  savings" 
but  his  discuBsioii  is  m&rred  by  certain  untenable 
hedonistic  assuniptions,  and  his  concept  of  cost  ia  open 
to  question.  Recognition  of  the  surplus,  and  implied 
su^estion  that  it  is  large  in  proportion  to  total  savings, 
may  be  found  in  the  writings  of  Conner,*  Davenport, 
Moulton,  and  David  Friday.  Kleene  in  his  excep- 
tionally able  little  book,  Profit  and  Wages,  alludee 
to  the  Boiplufl  and  hints  at  its  importance.*  MarshaU, 
in  the  fourth  edition  of  his  Principles,  mentions  savers' 
surplus,  along  with  "workers'  surplus,"  in  a  note  on  the 
wages  fund  theory,  but  he  says  that  "a  study  of  the 
relations  in  which  the  different  kinds  of  surpluses  stand 
to  one  another,  and  to  the  national  income  .  .  .  has 
fittte  practical  bearing.  ..."  *  In  the  fifth  edition  the 
whole  discussion  is  relegated  to  an  appendix,  indicattog 
ihat  its  importance  had  still  further  declined  in  Mar- 
shall's estimation.*  Search  may  be  made  through  the 
standard  English  and  American  texts  and  treatises, 
however,  without  revealing,  with  one  exception,  any 
writer  who,  accepting  the  mai^inal  method  of  analyos, 
more  than  mentions  savers'  surplus;  most  do  not  even 
do  so  much. 

The  exception  is /^Taussig,  who  gives  express  and 
serioxis  attention  to  savers'  surplus,'  and  to  the  question 
how  tow  the  interest  rate  may  be  expected  to  go  in  the 
future. 

It  will  be  remembered  that  his  discounted  mai^inal 
productivity  theory  of  wages  requires  as  premise,  if  it  ia 
(o  avoid  circular  reasoning,  the  independent  determina- 

>  Week  and  Wnlth,  Atp.  TiU.  •  Intrat  and  SaTinf,  pp.  TE-7B. 

■  Pnfita  and  Wmh,  p.  fi7. 

*  MttdphH  of  ft*nwwww<M,  4tli  mL,  1^.  SU.  025 

•  HAL,  BU  ad.,  ApiMHtti  B,  pp.  880-813. 

■  Hud.,  nd.  a,  pp.  33  ff.    Aln  pp.  1M-4M  on  Om  nlation  of  ■tnn'  aoiidiia  t« 
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tion  of  the  interest  rate.  This  detennination  he  finds  in 
the  clasBical  and  Bohm-Bawerkian  notion  of  "advances 
to  laborers"  and  in  the  maipnal  sacrifice  of  the  con- 
sequently necessary  waiting  or  abstinence.  •' 'That  there 
is  a  marginal  abstinence-reward  rate,  below  which 
interest  will  never  fall  for  any  great  length  of  time  he 
oonsiderB  indicated,  if  not  proved,  by  the  remarkable 
evenness  of  the  interest  rate  since  the  naiddle  of  the 
eighteentii  century^} 

The  pertinent  passages  are  the  following: 

The  Bteadinesa  of  the  rate  of  interest  throuf^  so  long  a  period  of 
stiikiDg  changes  both  in  ihe  uses  and  in  the  accumulation  <^  catntal 
would  seem  to  point  to  a  steadying  cause,  a  mar^nal  supply  price  to 
irtuch  the  rate  of  return  on  the  whole  hie  adjusted  iteelf.  .  .  .  The 
mi^i-ginftl  supply  price  may  sink  in  the  course  of  the  next  twenty  or 
fifty  yeara  to  some  such  rate  as  two  per  cent.  But  the  experience  of 
tbe  last  few  generations  makes  a  greater  decline  improbable.' 

If  there  is  a  regulator  of  interest  in  the  way  of  a  general  or  mar^ 
ginal  time-preference  —  a  minimum  return  necessary  to  induce 
saying  and  accumulation  on  a  large  scale  ~  then  and  then  only  have 
we  an  independent  determination  of  inteieet,  and  so  a  tenaUe 
theory  of  wages  as  the  result  of  an  operation  of  discount.  The 
<duef  evidence  which  we  have  of  such  a  fundamental  supply  price 
has  been  found  in  the  steadiness  of  the  rate  of  interest  durii^  the 
modem  period.* 

[The  emphasis  on  mai^inal  savings  is  typical  and 
agnificant.  But  is  it  well  placed  ?  If  the  amount  of 
saving  at  the  mai^  should  happen  to  be  small,  the 
mai^  would  not,  after  all,  be  all-important  in  the 
fixation  of  the  interest  rate.  How  great  is  the  total  of 
mai^iDat  savings  ?J  From  Ihe  historical  steadiness  of  the 
interest  rate,  TausEog  argues  that  "it  is  perhaps  not  an 
unjustified  inference  that  there  b  a  large  volume  of 
savings  at  the  margin."  *  He  drafts  his  capital  supply 
curve  in  form  to  indicate  that  a  heavy  percentage  of 
savings  would  not  be  forthcoming  if  the  rate  were  re- 
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duced  ever  so  little.  He  is  thus  in  position  not  so  much 
to  minimijie  the  me  and  importance  of  savers'  surplus 
as  to  Imply  that  any  attempt  to  reduce  savers'  surplus 
by  reducing  the  interest  rate  would  be  to  court  disaster 
by  impairing  the  capital  fundj  His  argument  stands  or 
falls  according  to  the  validity  of  his  historical  evidence 
and  its  interpretation.  That  it  is  a  conclusive  proof,  he 
probably  would  not  hold;  that  he  may  have  overlooked 
important  considerations  is  pointed  out  below. 

In  his  diagrammatic  illustration  Taus^  so  places  the 
demand  curve  that  it  intersects  the  savings-cost  cuxvQ 
only  after  the  latter  has  flattened  out  to  a  neariy 
horizontal  position,  at  P'  (Fig.  1). 


If  asked  why  the  curve  might  not  just  as  l(^caUy  be 
drawn  at  D*  I>,  crossing  the  cost  curve  where  it  is 
inelastic,  he  would  doubtless  answer  with  the  historical 
argument.  Yet  it  is  difficult  to  see  that  evidence  is 
aSend  for  the  beli^  in  a  laige  volume  of  Ttiargiiiftl 
savings,  giving  warrant  for  flattening  out  the  cost  curve 
as  it  approaches  the  margin  F'. 
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Conceivab^,  the  cost  curve  of  saving  could  take,  at 
extremes,  either  a  foim  which  would  malce  the  amount 
of  Bavere'  surpluB  comparatively  small,  or  one  which 
would  make  that  surplus  the  chief  ii^redient  of  the 
interest  charge.  The  first  extreme  is  iUustiated  in 
Fig.  2,  the  second  in  Fig.  3. 


In  the  first  case  it  is  evident  that  even  a  slight  reduction 
of  the  interest  rate  below  BF'  would  result  in  a  very 
great  reduction  in  saving.  In  the  second  case  the  rate 
could  be  cut  in  half  without  material  reduction  in  sav- 
ings—  at  least  until  the  reduction  of  the  income  of 
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intereBt  redpieotB  had  lasted  long  enough  to  alter 
materially  the  distribution  of  Income  classes,  and  so 
altered  the  ehape  of  the  savings-cost  curve. 

Which  of  these  curves  more  nearly  represents  reality 
as  to  surplus  and  sacrifice  7  There  are  good  reasons  for 
thinldng  that  the  elastic  curve  in  Fig.  3  much  more 
neariy  represents  actual  facts  than  does  dther  the  curve 
in  Fig.  2  or  Taussig's  curve  (Fig.  1) — in  other 
words,  that  the  amoimt  of  marpnal  savings  is  relatively 
inngnificant  compared  to  intrsrmarginal  savings.] 

Intta-marginal  savings  belong  to  two  classes,  so  far  as 
cost  or  sacrifice  is  concerned :  those  which  cost  no  sacri- 
fice and  which  would  be  saved  even  were  there  no  in- 
terest, and  those  the  sacrifice  cost  of  which  is  less  than 
the  interest  received,  and  which  would  be  saved  at  a 
rate  lower  than  the  current  market  rate.  These  two 
elasses  of  savings  determine  the  amount  of  saver's 
surplus,  for  any  given  interest  rate^ 

The  problem  of  the  relative  amounts  of  marginal  and 
intra-marginal  savings,  and  with  it  the  larger  question 
of  the  amoimt  of  unearned  interest  chai^  which  society 
is  called  upon  to  pay  and  which  it  might  concdvably  find 
ways  of  avoiding,  is  <me  to  which  no  exact  answer  can 
be  given.  Yet  tiiat  certain  important  clues  have  been 
overlooked  by  the  conventional  marginal  analysis  seems 
clear.  A  scientific  answer  to  the  problem  must  involve 
a  real  attempt  to  analyze  the  time-differential  psy- 
cholc^y  of  different  income  classes,  to  determine 
statistically  where  the  bulk  of  savings  comes  from,  to 
diamine  the  reasons  why  the  interest  rate  during  the 
nineteenth  century  was  sustained  at  a  point  above  2  per 
cent,  and  to  inquire  into  the  importance  of  corporate 
surpluses  and  bank  credit  loan  fxmds. 
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II.  The  Sodrces  of  Savinob 

'^Tbe  first  p<Hnt  oi  departure  in  determining  the 
amount  and  importance  of  intra-maiginal  aavings  and 
savers'  surplus  is  to  find  what  relative  proportion  of  the 
total  annual  cash  savings  come  from  the  different  in- 
come  classes^'  This  is  a  purely  objective  matter,  in- 
volving no  question  <£  psychoI(^y  upon  which  hedonist 
and  non-hedonist  can  quarr^  The  only  difficulty  is 
to  get  the  facta  Unfortunately,  economic  theorists, 
under  the  q>dl  of  mar^natism  and  the  "logic  of  dif- 
ferraices,"  and  more  or  less  unconsdously  following  the 
apologetics  trail  laid  down  by  clasacal  writers,  have 
been  too  preoccupied  with  trains  of  deductive  logic  to 
devote  endeavor  to  the  collection  of  statistics  bearing 
on  the  sources  of  savings.  IHd  every  individual  keep 
accurate  accounts  and  were  there  a  central  audit  tA 
such  accounts,  the  problem  of  fact  would  be  solved. 
It  would  then  be  possible  to  divide  the  population  into 
income  classes,  and  oppoedte  each  one  to  set  its  total  and 
its  per  capita  savings.  We  should  then  have  an  ac- 
curate index  of  the  amounts  saved  by  the  ultrarwealthy , 
the  wealthy,  the  well-to-do,  and  the  poor;  and  it  woiild 
also  be  possible  to  gauge  the  amount  of  savings  derived 
from  funded  and  unfunded,  or  "property"  and  "serv- 
ice," incomes.  In  the  absence  of  any  such  social  book- 
keeinng  we  must,  with  Polonius,  "by  indirectifms  find 
directions  out."  It  might  be  possible  to  derive  esti- 
mates from  amiual  cash  bank  deports  (were  such  de- 
posits separately  accounted),  from  life  insurance 
premiums,  investments  in  non-speculative  securities  of 
all  sorts,  money  sent  abroad  by  immigrants,  savings 
invested  in  real  estate  and  farm  improvements,  cor- 
porate surpluses  not  otherwise  accounted  for.   But  no 
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more  could  be  done  than  to  take  cash  investments  only, 
made  out  of  this  year's  savings,  and  to  arrange  the 
statistics  by  income  classes;  and  the  calculations  and 
estimates  would  at  best  be  comphcated  and  the  validity 
of  the  results  problematical.  The  ozily  attempt  at  this 
sort  of  thing  that  has  come  to  the  writer's  notice  is 
David  Friday's  estimate  of  the  amoimt  and  sources  of 
savings  in  the  United  States  during  the  war.'  But  while 
Friday  is  ingenious  in  discovering  sources  of  ioforma- 
tion,  and  somewhat  daring  in  their  use,  he  makes  no 
attempt  to  distribute  savings  among  the  various  income 


Fortunately  we  do  not  have  to  wait  for  the  intricate 
investigation  above  su^ested.  Semi-direct  indication 
of  the  probable  derivation  of  savings  is  afforded  by  the 
statistics  of  income  published  by  the  Commissioner  of , 
Internal  Revenue,*  which  not  only  throw  definite  light 
on  the  probable  source  of  savings  by  income  claaaea 
but  give  ample  basis  for  inference  with  regard  to  the 
probable  extent  of  intra-marginal  savings  and  the 
amotmt  of  savers'  surplus. 

No  extended  apphcation  of  these  statistics  to  the 
problem  in  hand  will  here  be  attempted,  but  certain 
significant  and  sahent  facts,  derived  from  the  Gom- 
misaoner's  first  three  summarizing  tables,*  may  be 
pointed  out. 

The  total  number  of  individuals  TnAlring  returns  was 
3,472,890.  Of  these,  1,640,758,  or  47.25  per  cent,  had 
incomes  of  from  $1000  to  (2000  each,  aggregating 
S2,461, 137,000.  This  was  only  18.04  per  cent  of  ^e  to- 
tal income  returns  (A  $13,652,383,207.  Unfortunately 
there  is  no  separate  tabulation  of  the  amount  of  tax  pud 
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by  this  loweat  income  class.  Its  contribution  cannot  be 
appreciable,  for  the  next  class,  838,707  individuals  with 
incomes  of  from  $2000  to  S3000  and  a^regste  income  of 
$2,064,977,000,  paid  only  1.34  per  cent  of  the  total  tax. 

Taking,  somewhat  arbitrarily,  $10,000  as  the  income 
dividing  line  between  poverty  and  affluence,  we  find 
that  95.35  per  cent  of  the  individuals  ma.Tring  returns 
had  incomes  of  less  than  $10,000  a  year.  This  95.35  per 
cent  received  62.05  per  cent  of  the  total  income,  but 
paid  only  10.58  per  cent  of  the  tax.> 

Conversely,  the  4.66  per  cent  (161,996  individuals) 
who  had  incomes  of  $10,000  or  over,  ^^r^ating 
$5,182,896,000  or  37.95  per  cent  of  the  total  income, 
paid  89.42  per  cent  of  the  tax.  Roughly  speaking,  5  per 
cent  of  the  persons  making  returns  received  40  per  cent 
of  the  income  and  paid  nine-tenths  of  the  tax. 

At  the  top  end  of  the  scale,  the  6664  persons  with  in- 
comes of  $100,000  or  over  constituted  only  one-fifth  of 
one  (0.21)  per  cent  of  the  number  making  returns;  but 
their  income  of  $1,606,516,000  constituted  11.76  per 
CNxt  oi  the  total  and  they  paid  over  one-half — SSMper 
cent  —  ofO\e  tax. 

The  significance  of  these  facts  should  be  apparent. 
The  principle  of  pn^ressive  taxation  has  gained  prac- 
tically universal  acceptance,  presumably  because  it  is 
now  rect^nized  as  coming  nearer  to  the  oiterion  ability 
to  pay  titan  does  pn^Ktrtional  taxation.  And  "ability 
to  pay"  is  only  a  sort  of  objective  measure  of  the  sub- 
jective "equal  sacrifice."  That  the  income  tax  should 
take  from  individuals  at  rates  varying,  on  the  averse, 
from  one  half  of  1  per  cent  on  incomes  between  $2000 
and  $2500  to  34.5  per  cent  on  incomes  of  $5,000,000  and 
over  will  not  appeal  to  anyone  as  unjust  to  the  higher 

>  nruw  '<H  Una  p4id  iaaluila  in  all  aimm,  Inoom*  tax,  (uctai,  and  taiam  proSta 
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inccoue  ranks,  if  we  are  to  accept  either  "ability  to  pay  " 
or  "equal  sacrifice"  as  a  criterion  of  assessment.  On 
the  contrary,  it  may  be,  for  instance,  that  $11.37  out  of 
an  income  of  $2000  or  $2500  represents  much  more 
really  a  sacrifice  of  present  wants  than  does  $11,385.11 
out  of  an  income  of  $90,000  to  $100,000,  or  $4,037,- 
731.25  out  of  incomes  "$5,000,000  and  over"  averafpng 
$14,310,000  each.  The  $11.37  taken  from  the  poor  man 
represents  a  pair  of  shoes  needed  but  not  purchased. 
The  $11,385  taken  from  the  $90,000  income  represents  / 
at  most  the  sacrifice  of  some  marginal  luxury,  or  the 
conversion  to  public  purposes  of  money  which,  oiong 
with  an  additional  part  of  the  $90,000,  would  have  been 
saved  and  invested  for  private  profit. 

Take  a  few  further  facts  from  these  tables.  The 
aggregate  of  incomes  under  $10,000  is  $8,469,487,000. 
Taxes  paid  out  of  these  incomes  total  $71,447,000; 
leaving  a  balance  of  net  income  of  $8,308,049,000,  or 
approximately  $2550  per  capita.  Incomes  of  $10,000 
and  over  a^regate  $5,182,896,000,  with  tax  deduction 
of  $603,802,000,  leaving  a  net  income  of  $4,579,094,000. 
This  divided  equally  among  the  161,996  persona  in  this 
group  would  give  an  average  net  income  of  considerably 
over  $28,000  per  capita.  The  average  tax  paid  from  in- 
comes under  $10,000  was  less  than  $22;  from  incomes 
over  $10,000  it  was  approximately  $3725.  In  other 
words  the  large-income  group  paid  per  capita  169  timee  ' 
as  much  tax  as  the  small-income  group.  And  this,  it 
must  be  remembered,  under  tax  rates  which  took  from 
the  very  largest  incomes  only  34  to  44  per  cent.  The 
reader  not  convinced  by  these  citations  that  the  dis-  • 
tribution  of  income  is  such  that  there  is  an  enormous 
mass  of  costless  and  automatic  saving  may  derive 
further  food  for  thought  by  taking  some  set  income 
figures  for  each  class,  which  nsay  be  regarded  as  satis- 
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fying  all  sane  deares,  non-satisfaction  of  which  would 
involve  felt  sacrifice,  and  calculating  the  excess  of  in- 
come, in  each  class,  above  these  living  standards.  The 
writer  is  deterred  from  such  calculation  both  by  space 
confdderatioDB  and  by  lack  of  intimate  knowledge  of 
just  how  much  a  man  with  an  income  of  say  $750,000 
would  have  to  ^>end  to  satisfy  all  his  consumption 
desires.  Leaving  out  of  account  the  dedre  for  power 
and  prestige,  and  \he  fun  of  getting  the  money,  and  also 
all  philanthropical  gifts  (which  are  more  akin  to  saving), 
it  is  clear  that  the  residue  would  in  any  case  be  enor- 
mous. And  the  residue,  whatever  it  is,  constitutes  a 
vast  fund,  the  greater  portion  of  which  is  doubtless  the 
source  of  the  bulk  of  intra-matginal,  and  indeed 
costless,  savii^. 

It  may  be  objected  that  the  income  tax  returns  take 
no  account  of  incomes  under  SIOOO  (practically  under 
12000).  It  is  probably  safe  to  say  that  there  we  over 
30,000,000  adidt  income  receivers  who  do  not  figure  in 
the  income  tax  tables.  Their  per  capita  income  was 
probably  not  above  $750  a  year,  if  it  was  that  much, 
and  their  total  income  not  above  $22,500,000,000  — 
approximately  one-third  the  national  income  in  1917, 
,  estimated  by  Friday  at  $65,000,000,000.'  Now  while 
persons  with  Incomes  between  $1000  and  $2000  doubt- 
less save  an  appreciable  amount,  a  small  portion  of 
idiich  may  eventually  become  a  part  of  the  permanent 
loan  fund,  it  stands  to  reason  that  little  or  no  effective 
saving  is  to  be  looked  for  from  incomes  below  $1000. 
J.  A.  Hobson  *  estimates  that  about  ^  of  the  annual 
income  of  England  is,  in  normal  times,  saved  and  re- 
invested. Applying  this  ratio  to  the  $65,000,000,000 
income  of  the  American  people,  savii^  in  1917,  had  it 

I  "Tb*  TanUa  Inaoma  li  tha  nnttad  StatM,"  Saaroii  el  PoliliMi  Booaamr,  D*- 
Mnbtc,  ISia.  p.  6M. 

•  Work  uad  WHHh,  p.  SI, 
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been   a  nonnal  peace-time  year,   would   have  been 
$9,750,000,000,     Friday!  puts  our  savings  in  1915  at " 
$9,000,000,000.    We  may  guess  at  $10,000,000,000  as 
normal  savings  in  1917  (against  the  $18,000,000,000 
which  Friday  estimates  actually  to  have  be^i  saved 
under  war  stimulus  and  prosperity).    Hobson,*  ^ain, 
thinks  that  in  England  the  working  classes  may  save  as 
much  as  one-tenth  of  the  country's  annual  savings. 
Applying  the  same  rate  to  the  United  States,  the  sav- 
ings of  the  30,000,000  individuals  who  make  no  income 
tax  returns  would  normally  have  a^p'egated,  in  1917, 
$1,000,000,000.    This  would  have  been  somewhat  less 
than  ^  of  their  total  income  as  estimated  above.    It 
does  not  seem  reasonable  to  assume  that  the  savings 
of  the  poor  can  bear  a  greater  proportion  than  this  to 
their  income.    If  these  admittedly  and  assuredly  long 
range  estimates  be  accepted  provisionally,  and  if  we  i 
should  assume  that  all  of  the  $1,000,000,000  estimated 
savings  of  the  poor  actually  became  a  part  of  the  loan  i 
fund,  we  should  arrive  at  the  conclusion  that  at  least  '< 
one-tenth  of  the  total  annual  contribution  to  the  loan  ' 
fund  must  consist  of  money  saved  by  marginftl  savers  i 
at  high  sacrifice.     Then  the  question  would  remain  ! 
whether  so  small  a  fraction  of  the  savings  supply  as  one- 
tenth  is  sufficient  to  dominate  the  market  and  fix  the 
interest  rate,  as  the  marginal  analyds  requires.  Periiaps 
it  would  be,  were  it  under  unified  control,  to  be  ad-  , 
vanced  or  withdrawn  from  the  loan  market  as  a  liuup  j. 
gum  or  in  large  amoimts.   But  such  is  not  the  case. 

It  must  be  pointed  out,  also,  that  no  matter  how  large 
theaggregatesavingsof  thepoormaybe,  theyarenotto  - 
any  great  extent  effective  aamngs.   The  main  channel  by 
which  savings  of  the  poor  become  a  part  of  the  loan  fund 

1  "TbaVu  uid  thB  Bqpplr  of  C^Ul,"  AmarfoMi  Eacnmiitii  Bwlnw,  SnppUownti 
Hanii.  1019,  p.  80. 

■  Wert  and  Vmlth.  p.  lOfi. 
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is  probably  through  the  savings  banks.  In  1916,  savingB 
back  deposits  aggregated  $5,581,270,728.  Savings  de- 
posits proper  a^regated  only  54,979,460,089,  or  a  per 
capita  average  of  only  J458  for  the  10,868,657  de- 
positors.' There  is  apparently  no  ready  way  of  deter- 
mining the  turnover  of  these  deposits  —  that  is,  the 
amount  of  cash  deposited  in  a  given  year,  or  the  net 
deposit  for  a  given  year  —  but  it  is  evident  that  the 
annuEd  contribution  of  the  savings  banks  to  the  loan 
fund  is  a  mere  trickle.  Only  a  very  small  percentage  of 
the  estimated  annual  savings  of  $1,000,000,000  which 

,  we  have  attributed  to  the  poor  ever  gets  into  the  capital 
loan  fund.  Most  of  these  savings  go  for  rainy  days, 
funeral  expenses,  payments  on  homes,  etc.  —  in  other 
'  words  for  drferred  consumption.  Our  conclusion,  there- 
fore, is  in  i^reement  with  Taussig's  *  implication  that 
the  poor  save  little.  It  seems  exceedingly  difficult  to 
suppose  that  there  is  any  great  volume  of  effective 
savings  coming  from  the  poor  —  the  savings  which 
constitute  what  may  be  called  the  extensive  mai^  of 
capital  supply. 

If  margnal  savers  do  not  contribute  an  importuit 
part  of  thejoan  fund,  however,  it  may  be  that  there  is 
nevertheless  a  large  volume  of  savings  made  at  the 

■  intensive  Boargin  by  intra-maif;inal  savers  —  that  is,  at 
the  line  of  doubt  and  felt  sacrifice  between  present 
spending  and  effective  thrift.  Analysis  of  the  psy- 
chology of  saving  in  the  different  ^income  classes,  how- 
ever, throws  grave  doubt  upon  the  actuality  of  any  such 
maipn  as  an  effective  determinant  of  the  interest  rate. 

<  Bcfwrt  ot  (1m  Comptronsr  of  Uia  CuTnng]>.  IBIS,  voL  U.  pp.  874,  S8S. 
■  Frinoipka  of  ZoonoBdca,  vd.  ii,  p.  43.  CI.  CUik, 
p.«47. 
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m.  The  Pbtchologt  of  Saving 

We  must  now  glance  briefly  at  certain  aspects  of  the 
psychology  of  saving.  To  the  degree  that  saving  is  the 
result  of  hedonistic  motivation,  the  amount  of  effective  i 
savings  is  of  course  influenced  by  the  interest  rate.  But ' 
in  what  way  ?  The  conventional  view  is  that  eveiy 
reduction  of  the  rate,  however  sUght,  cuts  off  some 
marginal  savers,  and  reduces  the  amount  saved  by 
others.  Opposed  to  this  is  Chirk's '  contention  that  . 
reduction  of  the  rate  stimulates  saving.  Neither 
Clark's  view  nor  the  more  conunon^  accepted  one  is 
adequate,  however,  for  they  both  tend  to  draw  atten- 
tion from  the  huge  volume  of  intra-marginal  savings,  to 
ignore  the  differing  motivation  to  saving  in  different 
dasees,  and  to  overestimate  the  responsiveness  of  sav- 
ing to  variations  in  the  interest  rate^  Behaviorislac 
p^cholc^y  with  its  intensive  study  of  instinct  and 
habit  will  in  time  doubtless  help  to  throw  light  on  tiie 
motivation  of  saving  in  the  various  classes.  It  will 
almost  surety  come  to  the  support  of  those  economists 
who  have,  in  increasing  numbers,  questioned  the 
validity  and  sufSdency  of  the  ample  hedonistic  theories 
of  interest  and  saving.  iBut  some  hedonistic  element 
will  doubtiess  remain.  We  shall  not  entirely  discard 
time  preference,  abstinence,  and  impatience,  as  ele- 
ments in  the  interest  problem^  Putting  the  matter  • 
imig^y,  we  nu^  say  that  certain  aspects  of  produc- 
tion —  the  starting  of  a  new  project  and  bringing  it  to 
die  position  of  a  "going  concern"  — involve  a  round- 
about process;    this  in   turn   involves  "waiting"  — 

>  ITiiitlih  of  BsoumiB  Tbwrr,  ohap-  ix-  Bea  iIm  Kbne.  PnAU  ud  WmWi 
pp.  M,  Ui  OooMr,  Intanrt  uid  Bavinv,  oh^.  t;  Ifiitu,  The  Tbaocy  of  8«nn'  R«at 
tad  Sou*  ol  Its  AppBoMtMM,  Quutailr  Jouinil  til  BaoDomiot,  April,  18W,  pp.  3U- 
MB,  ud  BaiAUi  •rorki  tlm  idWd. 
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posdbly  abstiDence  in  the  origmal  and  correct  Bignifica- 
tion  of  the  tenu  —  and  waiting  or  abstinence  have  to 
be  paid  for  because  men  are  impatient  for  present  coit- 
flumption,  that  is,  prefer  a  lump-sum  present  income  to 
annitally  recurring  future  income.  Granting  the  result 
of  this  time  preference  and  its  attendant  impatience, 
granting  also  that  they  may  be  effective  at  aome 
hypothetical  mai^,  the  conditions  which  affect  the 
strength,  direction,  and  sensitiveness  of  their  action 
must,  however,  be  explained.  Among  the  perscaial 
characteristics  of  individuals  which  affect  their  "im- 
patience," Fisher '  names  foreai^t,  self-control,  habit, 
expectation  of  life,  and  love  of  posterity.  Tausdg* 
names  among  other  influences,  imitation,  emulation, 
and  the  desire  to  transmit  to  childrm  "a  sum  sufficient 
to  enable  them  to  take  their  place  among  the  leisure 
class  idlers."  A  pcnnt  insufficiently  emphasized  is  that 
I  these  personal  and  social  factors  influence  different 
1  classes  in  diverse  ways.  Moreover,  as  Conner  points 
out,  there  is  great  complexity  of  influence  and  motive 
even  within  the  same  class;  so  that  any  dmple  linear 
explanation  of  the  rdation  between  motive  or  sacrifice 
and  the  interest  rate  is  more  a  Ic^cal  exercise  than  a 
Bciratific  induction. 

^  We  have  just  considered  reasons  for  thinking  that  the 
\^ective  savings  of  the  poor  are  not  an  important  factor 
jin  capital  supply.  But  evai  if  they  were,  the  argument 
j  that  the  amount  saved  by  the  poor  will  increase  as  the 
'  interest  rate  rises  and  decline  when  it  falls  is  based  more 
;  on  assumption  than  upon  ascertained  fact.  Security  of 
,  savings  and  a  machinery  for  encouraging  thrift  are 
'  probably  much  more  important  influences  upon  savings 
'  among  the  poor  than  is  the  interest  rate.    If  the  poor 

>  EtacaaiiMi;  Prim^ilM  of  EooDomua,  p.  8TS. 
■  FriiHUH,  ToL  H,  pp.  IB,  ao. 
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save  at  all  it  IB  only  by  ^ving  up  spending  for  present  , 
goods  —  usually  by  reducing  expenditure  even  on 
things  necessary  for  "health  and  reasonable  comfort."  ^ 
That  they  save  at  all  is  evidence  of  more  powerful 
motives  than  the  few  dollars  interest  they  can  hope  to 
see  accrue.  Typical  of  the  savii^  of  the  lowest  income 
classes  are  the  funeral  insurance  carried  at  heavy  cost 
in  the  industrial  insurance  companies,  and  the  money 
sent  by  imm^raots  to  friends  and  relatives  in  their 
native  land.  Just  above  these  come  savii^  for  union 
fusds  (either  insurance  or  strike  funds)  and,  in  the 
South,  savings  on  the  part  of  cottagers  to  buy  che^ 
automobiles,  which  the  cllm&te  makes  well-nigh  a 
necessity.  Then  come  savings  ^diich  more  nearly  ^>- 
proach  effectiveness  —  savii^  for  aicknesa,  old  age, 
educating  children  —  in  short  TnaintAJning  a  standard  <tf  , 
living  against  future  contingencies.  In  none  of  these 
does  it  seem  probable  that  the  rate  <^  interest  has  great  • 
influence,  and  such  influence  as  it  has  is  probably  more 
in  accord  with  Clark's  conception  than  with  the  more 
generally  accepted  doctrine.  [However,  a  lower  rate 
will  probably  not  cause  the  poor  to  save  more,  as  Clark 
would  have  it,  because  they  are  already  saving  all  that 
they  feel  they  can ;  moreover,  they  are  saving  not  for  an 
income  tlirough  interest  on  savings,  but  with  the  idea  of 
future  spending  of  the  principal  saved.  In  any  case 
dight  changes  in  the  interest  rate,  such  as  in  the  con-  . 
voitdonal  marginal  analysiB  are  supposed  to  be  effec- 
tive, will  have  practically  no  influence  one  way  or  the 
other  on  the  savings  of  the  class  imder  discussion.''' 
[it  is  in  the  great  middle  class  —  the  class  of  bu^ess 
and  profesdonal  men,  with  incomes  of  from  $5000  to 
$25,000,  that  variations  in  the  interest  rate  may  have 
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decided  influence  on  the  amount  of  saving.^  Some  line 
OD  the  importance  of  its  psychology  may  6e  had  from 
the  fact  that  it  constitutes  24  per  cent  of  the  persons 
making  returns  to  the  Internal  Revenue  Collector, 
receives  25.75  per  cent  of  tlie  recorded  total  personal 
income,  and  pays  18.78  per  cent  of  the  personal  income 
tax.^  The  contributions  of  this  class  to  the  loan  fimd 
doubtless  constitute  an  important  part  of  the  supply  of 
capital.  The  nature  of  its  motives  to  saving,  the  in- 
ten^ty  and  net  direction  of  its  subjective  time  pr^- 
erence,  and  its  habitual  attitude  toward  its  savings  are 
thus  edgnificant.   This  class  is  i>eculiarly  the  victim  of 

-  conflictii^  motives  —  the  one  set  social,  the  other  of  a 
business  nature.  A  large  number  of  its  members  are 
"on  the  make."  Social  considerations  impel  them  to 
spend,  busnesB  sense  to  save.  In  one  way,  both  social 
and  budness  motives  would  make  for  high  interest.  In 
another,  not  so;  for  if  the  family  wishes  to  acquire  or 
maintain  a  social  position,  it  also  desires  to  ma'Tit-*^'"  or 
improve  that  podtion  in  the  future.  So  far  as  this  holds, 
the  interest  rate  probably  is  not  a  deciding  factor  in  the 
I  amount  of  saving.  On  the  business  aide,  however,  saving 
is  rec<^nized  as  a  mne  $ua  non  of  business  expansion.  If 
a  part  of  the  f amify  b  inclined  to  ^wnd  much  now,  or  to 
save  for  future  social  position,  the  business  man  is  in- 

.  clined  to  put  a  large  part  of  his  net  income  back  into  his 
business.  It  is  problematical  what  influence  the  interest 

'  rate  has  upon  him.  The  keener  he  is  for  the  greater 
profits  that  come  from  «[pan<ting  bu^ess  the  more  he 
will  save,  regardless  of  market  interest  rates.  And  what 
holds  for  the  individual  will  apparently  hold  for  the 
class  as  a  whole. 

John  Stuart  Mill's  statement  that  whether  a  thing  is 
capital  or  not  depends  upon  owner's  intention  is  tanta- 
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mount  to  saying  that  the  buffloess  man  can  spend  his 
entire  income,  including  \diat  should  be  written  ofiF  for 
repairs  and  depreciation  —  the  replacement  flow  —  if 
he  wants  to.  If  we  mean  by  conservative  saving  that 
which  enables  us  to  maintiun  our  capital  fund  (whether 
capital  goods  or  loan  funds)  intact,  without  increase  or 
decrease,  and  by  cumulative  saving  that  which  increases 
our  cfq)ital  fund,  then  Mill's  dictum  —  which  is  essen- 
tially followed  by  most  modem  economists  —  implies  - 
that  the  conservative  saving  necessary  to  maintain  the 
replacement  flow  involves  saerifi<»,  just  as  does  cumula- 
tive saving.*  Taking  the  facts  of  business  psychology 
broadly,  this  conclusion  is  assuredly  far  from  the  truth. 
It  overlooks  altt^ether  the  results  of  habit  and  of  bua-  ■ 
ineaa  point  of  view.  As  Kleene'  aptly  remarks,  "the 
maintenance  of  a  capital  sum  once  saved  .  .  .  prob- 
ably means  tittle  subjective  cost  to  the  confirmed  saver 
even  if  he  be  the  recipient  of  only  a  moderate  income." 
And  again,  we  must  agree  with  Kleene  when  he  em- 
phasizes* the  importance  of  "the  stores  of  capital 
amassed  in  the  past  which,  whatever  may  have  been 
thdu"  cost  of  abstinence  in  the  saving,  are  now  main- 
tained inviolate  from  all  thought  of  ever  being  con- 
sumed, and  incapable,  therefore,  of  decrease  except 
through  misfortune."  Where  will  you  find  a  business 
man  who  does  not  feel  a  sort  of  honor  at  the  thou^t  <^ 
"going  into  his  capital  7  " 

Coming  to  the  class  of  wealthy  and  ultnirwealthy,  we 
see  the  redoubled  power  of  habit  and  of  the  business  . 
pcHnt  of  view  with  r^ard  to  the  inviolability  of  capital 
(illustrated,  for  instance,  even  in  the  field  of  philan- 
thropy by  gifts  of  endowment  with  understanding  that 
only  the  income  of  the  principal  is  to  be  used).  Wha«, 

'  Bnn  Hdtoon  holdi  (U*  Tlnr,  W«k  Md  WmWi.  p.  M. 
■  FnOt  and  Wmm,  p.  ST. 
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as  in  the  well-to-do  middle  class,  a  family  is  trying  to 
climb  higher  in  the  social  and  economic  scale,  the  mo- 
tives to  q>ending  vs.  saving  are,  as  we  have  seen,  com- 
plex and  confiicting.  There  the  outcome  depends  much 
tqxin  the  intenaty  of  social  ambition,  upon  the  realiza- 
tion of  the  defdrability  ai  building  a  sound  financial 
baEOfi  for  the  future  maintautnce  of  position,  and  upon 
father's  or  husband's  detennination  to  enlarge  his 
business  in  some  disregard  to  present  "keeping  up  with 
.the  Joneses."  If,  in  the  middle  class,  interest  rate  is 
probably  a  factor  of  entirely  secondary  importance  in 
the  determination  of  the  deciding  line  between  savii^ 
and  spending,  in  the  wealthy  and  ultrorwealthy  class  it 
can  scarcely  be  said  to  cut  any  figure  worth  speaking  of. 
The  higher  income  classes  —  say  of  over  (50,000  — 
save  mechanically,  with  UttJe  or  no  sacrifice  of  present 
wants  (tho  doubtless  a  few  "climbers"  may  be  found  in 
these  upper  altitudes  also)  and  in  the  main  without 
hedonistic  calculation.  This  is  not  saying  that  they  will 
not  get  as  high  a  rate  of  interest  as  they  can.  That  is 
part  of  the  business  tradition  —  to  change  what  the 
traffic  will  bear.    It  is  merely  saying  that  they  would 

I  probably  save  nearly  as  much  as  they  now  do  even  were 
the  interest  rate  cut  in  half  or  even  to  a  fraction  of  one 

'  percent.  All  present  wants,  even  at  enormously  wasteful 
and  conspicuous  standards  of  expenditure,  are  satisfied 
without  present  spending  of  more  than  a  fraction  of 
present  income.  If  this  be  not  true,  one  of  the  current 
justifications  in  favor  of  large  incomes  falls  to  the 
ground,  for  we  are  told  ^ain  and  again  that  the  posses- 
sors of  "swollen"  fortunes  do  not  really  use  more  than  a 
very  small  part  of  thdr  enormous  incomes.  As  a  matter 
of  fact,  they  cannot.  All  they  can  do  is  to  turn  the  huge 
imeiqiended  annual  or  quarteriy  balance  back  into  the 
loan  and  investment  f\md. 
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We  thus  arrive  &t  the  fact  of  automatic  coaUesB  savings 
—  in  a  sense  compulsory  savings  —  and  get  further    ' 
light  upon  the  importance  of  the  concept  of  savers'  8U> 
plus.    For  all  the  interest  on  automatic  savings  is 
savers'  surplus. 

We  have  seen  that  the  poor  do  not  contribute  an' 
^preciable  amount  to  effective  savings.    Also  that  the' 
middle  classes  are  actuated  by  such  a  complex  of  con-  < 
flicting  motives  that  what  they  do  save  —  an  important' '; 
fraction  of  the  investment  fund  —  is  saved  in  partial  ) 
disregard  of  the  interest  rate.    It  is  most  difficult  to  ' 
estimate  the  net  economic  outcome  of  the  social  and 
business  psychol<%y  of  this  class,  but  it  is  probably  safe 
to  say  that  if  they  cannot  get  a  hif^  rate  of  interest  - 
they  will  take  a  low,  without  greatly  reducing  their 
savings.  The  active  bu£dness  element  will  do  so  because  u 
they  are  most  interested  in  profits  and  buedness  expan- 
aon,  the  passive  renHers  because  they  have  an  inviolate 
sum  which  must  find  investment  no  matter  how  low  the 
rate.  If  this  be  true,  we  must  conclude  that  the  ratio  of  ' 
savers'  surplus  to  interest  income  is  in  this  class  very 
high.  Finally,  in  the  upper  income  ranks,  most  saving ! 
is  automatic  and  costless,  and  practically  the  entire 
intoest  charge  represents  imeamed  income  (savers' 
surplus).    Taldi^   the  classes  which  contribute  the  , 
bulk  of  the  loan  fund,  we  are  forced  to  the  conclusion 
that  savers'  surplus,  altho  it  may  not  be  exactly  meas- 
urable, constitutes  by  far  the  major  portion  of  the 
total  interest  charge  upon  industry. 

It  i^ould  be  pointed  out,  however,  that  the  more 
complex  the  motivation  in  economic  life,  and  the  less 
amply  hedonistic  the  calculations  of  an  individual  or  a 
class,  the  less  definite  becomes  the  concept  of  savers' 
surplus,  and  the  greater  the  difficulty  of  finding  any 
exact   measure  of  its  amount.    The  active  bu^ess  -^ 
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man'a  motive  to  saving  is  a  profit-motive  rather  tbaa 
'  an  interest-motive.  It  is  a  poaitive  chance  to  make 
money  rather  than  a  conscious  c^setting  of  abstinence- 
Bacrifice.  He  sees  a  chance  to  gamer  large  profits  and 
hence  may  save  even  tho  his  impatience  rate  be  high 
and  the  market  interest  rate  low.  He  is  in  position  to 
pay  himself  more  than  the  market  rate.^ 

What,  then,  becomes  of  the  conventional  tnfLrginftI 
analysis  of  the  interest  problem  7  If  the  for^ioing 
treatment  of  the  subject  is  substantially  true  the 
marginal  analysis  stands  in  need  of  serious  revision. 
^  The  hypothetical  mathematically  hedonistic  maif^nal 
Baver  may  exist,  but  it  is  doubtful,  no  matter  how  many 
of  the  type  there  be,  whether  he  contributes  more  than 
a  comparatively  unimportant  trickle  to  the  stream  of 
efFective  savings.  Certainly  more  objective  proof  than 
has  thus  far  been  adduced  by  the  maiginalists  must  be 
forthcoming  before  the  realistic  theorist  can  be  con- 
vinced that  the  margiDal  savers  occupy  anything  like 
the  strat^c  poution  in  the  market  for  loan  fimds  that 
;  has  been  atbibuted  to  th^n.  As  to  the  "mari^at 
I  savings"  of  intra-marginal  savers — the  intensive 
'  margin  of  savings  —  the  marginal  analysis  can  perhaps 
make  out  a  better  case.  Here,  however,  appears  the 
misleading  and  erroneous  simplification  of  data.  The 
motives  to  saving  vs.  spending  are  assumed  to  be  of  a 
calculating  hedonistic  nature  j  little  attempt  is  made  to 

>  MraaD«aciN,Pn(^K<'4ntnB>mB^bc4ikaattlMnfaiM>aMi>HrBhMlrBUc( 
noUoa  but  that  "«wih  mu  fa  ■  mtw  t,t  Uw  nt*  kTiklUd*  far  Um.  at  kMt  o(  mA 
tank  MbtDkl^  not  turn  MTtdaxoaptrorUaau^tloiulDppwtuidtiaL"  ThkWIa 
Una  wUb  lb*  thou^  of  th*  papar  wUh  ntaid  to  the  mrehologr  of  aaviot.  ftnftaaac 
Ball  ilao  paUta  out  that  than  la  BO  (UN  rata  vns  ol  pun  «  Mt  Intanat,  but  that  on  tha 
itinthaHmalmlttywbatvMD 
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1  tbe  complex  and  conflicting  motives  in  a  given 
class,  or  to  analyze  the  varying  resultants  of  complex 
motivation  in  different  classes;  the  influence  of  habit 
and  point  of  view  is  largely  ignored;  and  practically  no 
serious  attempt  has  been  made  to  discover  what  pro- 
porti<»i  of  the  caah  loan  fund  is  derived  from  the  various 
income  classes.  With  the  overemphasis  —  the  almost  I 
exclusive  emphasis  —  upon  the  intensive  and  extensive 
margins  of  savings  as  the  determinant  of  the  interest  I 
rate,  the  far  greater  influence  of  intra-marginal  savings  '' 
iqran  the  supply  of  capital  and  hence  upon  the  interest  j 
late  has  been  overiooked.  ' 

This  fflToneous  emphads  is  merely  the  application,  m.\ 
the  interest  problem,  of  the  wider  misemphasis  in  tbe  ' 
problem  of  value  at  large.  Crude  maiynalism  has  it ' 
that  the  marginal  Ann,  t.  e.,  the  least  efficient  firm  in 
actual  biistness,  fixes  the  selling  price  of  a  product. 
Where  differences  of  advantage  between  firms  are  not  i 
pennanent,  it  is  evident,  however,  both  from  exp&- 
rience  and  from  reason,  that  in  the  long  run  the  intnt- 
TrntrgiTia.!  flrnjB  are  in  portion  to  drive  tiie  mfttginfj 
firms  out  of  business  whenever  they  choose  to  do  so.  In  . 
tile  long  run  the  efficient  firms  hold  the  price-deter- 
mining power,  and  if  they  refrain  from  cutting  prices  on 
the  less  efficient  it  is  only  because  by  so  refraining,  and 
by  allowing  the  inefficient  firms  to  sell  at  a  price  covers  . 
ing  their  higher  costs,  the  efficient  firms  gain  a  hi^er 
total  of  profits.  Far  from  being  the  price  determiners, 
the  so-called  marg^al  firms  exist  only  on  sufferance, 
and  because  It  is  to  the  interest  of  the  lower^^^st  pro- 
ducers to  allow  titem  some  share  in  the  market.  Mar-  . 
diall  makes  recognition  of  these  confdderations  in  his 
somewhat  ind^nite  concept  of  the  representative 
firm.  An  application  of  this  "representative"  wncept 
might  pertu^s  be  helpfxd  in  an  analysis  of  the  interest 
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problem.  The  "representative  BBvets"  are  not  the 
,  marppftl  savers,  who  contribute  bo  little  to  the  effective 
loan  fund,  but  the  intra-marginal  savers  of  the  middle 
and  wealthy  classes,  who  save  from  habit,  from  class 
tradition,  very  largely  without  close  or  sensitive  re- 
qKinae  to  changing  interest  rates,  and  for  the  most  part 
with  a  huge  savers'  surplus,  if  not  entirely  automatically 
and  without  cost.  Did  competition  work  with  that 
idealistic  perfection  by  implication  attributed  to  it  in 
the  older  texts,  and  even  in  some  that  are  current, 
intiu-maiginal  producing  firms  would  assuredly  compete 
with  one  another  and  with  the  marginal  firms,  until  all 
were  brought  either  to  the  concentrated  (and  hence 
potentially  monopolistic)  control  of  large  scale  com- 
panies or  to  the  imiform  standard  of  excellence  and  the 
"constant  costs"  characterizing  the  "static  state,"  in 
which  competition  is  based  not  upon  price  but  on 
brands,  goodwill,  and  the  like.  Similarly,  we  may  say 
that  price  competition  in  the  service  of  saving  is  limited 
and  uncertain.  Just  as  in  "business"  a  monopoly-like 
element,  even  in  what  is  regarded  as  competition,  is  to 
be  found  in  the  habitual,  conventional  level  of  profits 
which  successful  producers  "expect,"  so  in  the  field  of 
capital  supply  there  is  strong  suggestion  of  habit  and 
convention  operative  in  tiie  middle  and  upper  income 
classes  and  leading  them  to  take  for  granted,  as  a  matter 
of  course,  a  level  of  interest  which  yields  a  large  non- 
competitive surplus  over  and  above  any  asagnable 
"cost"  of  saving.  To  say  that  this  is  a  responsive 
niaif^nal  rate  would  be  far  from  the  truth.  The  mar- 
ket rate,  being  established  in  a  medium  of  leisure  class 
habit,  convention,  and  point  of  view,  gives  no  proof  <^ 
being  a  competitive  rate  based  upon  costs. 
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IV.  CoHPORATB  Surpluses  and  Bank-Cbedit 
Loan  Funds 

Before  we  have  a  complete  view  of  the  extent  of 
savers'  surplus  and  costless  savings  we  must  give  brief 
conaderatiou  to  corporate  surpluses  and  to  tiie  relation 
of  the  commercial  banking  ^^stem  to  capital  creation. 

Corporation  net  earnings  not  distributed  to  share- 
holders but  reserved  as  surplus  and  eventually  invested 
in  enlargement  of  the  plant  and  business,'  constitute  an 
important  part  of  total  savings. 

Friday  gives  the  following  estimate  of  the  amounts 
d  corporate  surplus  reinvested  in  the  United  States, 
1911-18.* 

1911 1988,000,000 

1912 1,334,000,000 

1918 1,468,000,000 

1914 1,044,000,000 

191S 2,418,000,000 

1918 4,982,000,000 

1917 6,400,000,000 

He  further  estimates  the  total  savings  in  this  country 
as  fdlows: ' 

1918 $6,600,000,000 

1916 9,000,000,000 

1916 14.500,000,000 

1917 18,000,000,000 

1918 22,000,000,000 

BTfaw-  it  w*  m  to  iBciad*  undac  Oat  taim  "«oiiMiTativ«"  ■■TiBv.  wtiiah  MMordlnc 
to  tlw  Moaptad  nUnim]  Ihaory  an  juM  M  mui^  wvliiai  *ad  involTe  nmlfloa  ]a*t  m 
rail  M  do  '*ciunii]ati««*'  ■afin^,  wbioh  add  to  o^tal  Bqnlpinant  nthtt'  than  matit 
BiiiBtMii  it  Fur  *  wmplioity  of  npaitiim,  bowvnc,  «oni«>to  bhUds  toadi  Mid  ra- 
plMonoDt  acBOUQti  tim  bars  loft  out  o/  iBHciiliMilliih 

•  DmTldViid*]t,"TteWBrudtlMSiqiiil7otO^]ital,"AiiHriciMiEoaaamlaIt«Ti«r, 
BaKhoMat,  HuA,  ItM,  p.  8S. 

•IUil.p.n. 
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It  follows  that  corporate  savings,  if  these  estimatee  be 
accepted,  represented  the  following  percentages  of  total 


191S 22.8% 

1916 »A 

1916 84.4 

1917 83.S 

1918 24.5 

Of  course  a  large  part  of  the  increase  in  both  corporate 
and  total  savings  is  nominal  only,  being  due  to  inflated 
prices.  There  is  also  probable  weight  in  Friedman's 
criticism  that  Friday  has  not  made  sufficient  allow- 
ance for  duplications  of  investment  and  for  inflated 
inventories.^  But  we  are  not  in  this  connection  con- 
cerned with  increase  of  savings.  The  significant  fact  is 
that  in  1013  corporate  savings  appear  to  constitute  one- 
fifth  of  total  savii^s.  Moreover  when  we  look  at  the 
figures  for  profits  of  the  industrial  corporations  during 
the  war  it  is  not  hard  to  believe  that  corporate  surpluses 
really  rose  to  heights  which  amounted  to  one-third  of 
the  total  savings  of  the  country. 

Whatever  the  actual  amount  of  coiporate  saving  may 
be,  no  one  will  question  that  it  is  in  the  aggregate 
enormous.*  Hie  question  then  remains,  does  it  involve 
abstinential  sacrifice  or  is  it  costless  ?  No  cat^orical 
answer  can  be  givrai.  The  true  answer  would  depend 
upon  the  rate  of  dividend  pud  on  actual  investment, 
the  amount  of  stock  held  by  each  individual,  tiie  dis- 
tribution of  stockholders  in  the  various  income  classes, 
and  the  closeness  of  their  hedonistic  calculations.  To 
the  extent  that  stock  is  held  in  large  blocks  by  wealthy 

1  ■■  Tba  Wu  and  the  SniiplT  al  C>|>it*J,"  Amarioui  Bonainnia  Rsrlair,  BupplamNit, 
Uuah,  Ifllfi,  p.  H. 

■  "A  bica  put  at  tha  tjuaml  htmct  ol  thrift,  pwtupi  tb*  laiteit  part,  eouMi  c( 
proAts  Minad  by  borioiiB  eoncHiia  md  tanitd  lnunadiatalr  bwA  Into  hi^liiiM  or  n- 
famatmsnt  a  i^tad  Uiidi  at  prodofltiv*  uilMt]''"  T.  B.  Adan*,  "  EffsoM  at  Intonia 
Mid  iBbvituwa  Tun  on  th*  DhtrilmUcp  d  'WttUb,"  AmmAeta  SoDnomk  Bariiir, 
Ba^tenMnt,  Uu«b.  ISIB.  p.  SBB. 
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individuals,  corporate  saving  may  be  consideFed  cost- 
less. In  general,  no  matter  who  holds  the  stock,  coi^ 
poraie  saving  is  saving  "at  the  source"  and  whatever 
sacrifice  there  might  be  in  an  equal  amount  of  savings  ' 
out  of  individual  incomes  after  those  incomes  were  once 
received  is  greatly  reduced  by  taking  out  the  corporate 
surpliis  before  dividends  are  declared.  Probably  there 
is  no  important  connection  between  any  psychoI(^y  of 
sacrifice  and  corporate  savings.  We  may  agree  with 
Friday,  therefore,  that  at  least  in  periods  of  rapidly 
increasing  production  and  profits  "a  hi^  interest  rate 
ia  not  necessary  to  stimulate  saviogs,"  and  that  "the 
psychol(^cal  factors  of  abstinence  and  the  under- 
estimation of  future  wants  are  entirely  inadequate  to 
explain  the  fluctuations  in  the  supply  of  coital."  ' 

We  come  now  to  the  banks'  part  in  capital  formation. 
According  to  Moulton  the  proportion  of  cash  reserves  to  ■ 
loans  in  the  commercial  banks  of  the  country  is  about 
1  to  16.  For  every  $1000  cash  reserve  the  commercial 
hanking  Eiystem  creates  loan  funds  of  $16,000.  "This 
capital,"  he  says,  "is  only  partly  working  or  operating 
capital;  to  the  extent  that  the  fimds  borrowed  are  em- 
pbyed  in  the  creation  of  plant  and  equipmoit  it  is 
'  fixed '  capital  that  has  been  augmented."  *  He 
further  estimates  that  20  per  cent  of  the  non-collateral 
loans  made  by  banks  to  business  concerns  are  used  for 
the  creation  of  fixed  capital*  He  does  not,  however, 
give  the  evidence  upon  which  this  estimate  is  made, 
mereiy  saying  that  it  is  based  on  "investigations  ex- 
tending over  a  period  of  several  years."  He  gives  for 
1916,  the  following  estimates  of  louis  of  an  investment 
nature  made  by  the  banks:  * 

>  Op.  ett.,  p.  M. 

■  ^'Caamvidal  T*ti"^nf  And  CttpHAl  VonoMoOf"  Joarnal  of  PoUtio4l  Eoontfny, 
Jnoa,  191S,  p.  MB. 

•  lUd.,  p.  MS.  *  DM.,  tablMi,  pp.  Ue-QOS. 
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National  Banks... .  13,328,289,000  (64.4%  of  loons  pltuinTMtnwoto} 

State  Banks 2,676,140,683  (62.1%  of  loans  plus  inTcslinents) 

Trust  Companies. . .     3,676,967,708  (68.2%  of  loans  plus  tnTestments) 

While  it  is  not  clear  tiiat  tiieae  amounts  cao  be 
totaled  (as  the  data  for  state  banks  and  trust  coro- 
penies  are  by  no  means  as  full  and  detailed  as  those  for 
national  banks),  it  is  evident  that  if  Moulton's  estimates 
are  approximately  conect  —  and  bis  careful  analyEos 
gives  weight  to  them  —  the  banks  are  in  virtual  part- 
nership with  industrial  and  commercial  concerns  to  the 
estent  of  furnishing  about  nine  and  one-half  bilhons  of 
loan  funds  invested  for  an  ind^nite  period,  indeed 
(barring  commercial  depression),  virtually  permanently. 
.  Now  what  "cost"  or  sacrifice  lies  back  of  these  nine  and 
one-half  biUions  of  bank-created  loan  fund  invest- 
ments 7  Leaving  out  of  account  the  trouble  of  moiring 
loans,  adnunistrative  expense,  ete.,  the  only  important 
element  of  cost  is  the  sacrifice  involved  in  the  original 
saving  of  the  cash  reserve  back  of  them  —  a  reserve 
which  may  be  put  roughly  at  $600,000,000. 

At  any  ^ven  time,  therefore,  not  only  is  a  very  large 
proportion  of  the  actual  cash  savings  made  intra- 
marginally  at  low  or  no  sacrifice  cost,  but  our  banking 
system  at  its  full  racpansion  of  loans  multiplies  the  ef- 
fectiveness of  these  savings  mxteenfold.  Whatever  the 
sacrifice  of  cash  savings  is,  it  is,  roughly  speaking,  only 
(aie-sixteenth  what  it  would  be  were  all  investments  and 
loans  made  dollar  for  dollar  in  actual  cash.  There  is 
thus,  in  the  functioning  of  our  banking  system  another 
important  reason  for  beheving  that  the  conventional 
view  of  capital  creation  has  grossly  exi^erated  its 
sacrifice  cost  (abstinence,  time  preference,  impatience). 
For,  as  Moulton  shows,  bank  loans  constitute  a  method 
of  capital  expansion  (enlargement  of  plant  and  total 
amount  of  manufacturing  and  merchandising  buaness 
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d(»ie)  vithout  curtailment  of  the  present  consumptitai 
demand  necesaaiy  as  a  stimulus  and  motive  to  lively 
buaneas  activity. 

There  is,  of  course,  a  limit  to  the  e^qtaosioD  of  these 
practically  costless  bank  loans.  Eventually,  buaneas 
enterprise  absorbs  ^  the  bank  credit  available  (unless 
Teserves  be  enlarged  throilgfa  saving)  and  no  further  in- 
ereaae  of  loan  funds  without  retrenchment  in  current 
consumption  is  possible.  Even  so,  however,  there 
remains  (again  barring  commercial  depression)  a 
permanent  costless  investment  of  approximately  S9,- 
600,000,000  which  may  be  compared  to  conservative 
saving,  with  the  difference  that  it  represents  only  S600,- 
000,000  actual  conservative  saving. 

Whether  in  the  long  run  society  is  any  better  off,  as- 
suming that  these  (9,500,000,000  of  bank  credit  are  at 
the  permanent  disposal  of  entrepreneurs,  may  be  ques- 
tionable. For  whichever  way  tiie  caiisal  relation  be- 
tween price  level  and  expanding  bank  loans  may  lie  — 
and  it  is  probably  mutual  —  it  is  evident  from  both 
lo£^c  and  experience  that  the  banks'  multiplication  of 
the  circulating  medium  and  rising  prices  are  concomi- 
tant {dienomena.  In  the  long  run  (9,500,000,000  bank 
loan  investment,  as  over  i^ainst  the  otherwise  possible 
$600,000,000  cash  investment,  represents  just  that 
much  more  pecuniary  donand  and  intenmfied  competi- 
tion, at  higher  prices,  on  the  part  of  business  men  to  get 
labor  and  materials.  But  the  same  thing  can  be  said, 
at  lower  price  levels,  for  any  increase  in  cash  savings.  • 
The  significant  fact  is  that,  at  any  given  price  level, 
whatever  amount  of  bank  loan  investment  there  is 
constitutes  a  very  real  part  of  the  capital  fund  —  and  is 
practically  devoid  of  any  abstinence  cost. 

If  the  foregoing  aualyds  of  the  pisychology  of  saving 
and  the  sources  of  the  loan  fund  is  in  the  main  true,  it  is 
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evident  that  certun  results,  important  in  a  general 
theoiy  of  distribution,  must  flow  from  it.  What  these 
corollaries  are  need  not  here  be  discusaed,  save  in  one  or 
two  cases. 

One  of  these  has  to  do  with  taxation,  and  especially 
with  income  and  excess  profits  tax. 

There  can  be,  it  would  seem,  no  reasonable  doubt 
that  heavy  tax  rates  on  lat^  incomes  reduce,  perhaps 
by  nearly  as  much  as  the  amount  of  the  tax  coUected 
therefrom,  the  amount  of  savings  turned  back,  without 
sacrifice,  into  the  investment  flow.  A  mmilar  argument 
may  be  used,  but  with  less  force,  in  the  case  of  hi^ 
taxes  on  corporate  profits.  So  far  as  such  taxes  reduce 
the  so-called  corporate  surplus  —  the  surplus  of  earn- 
ings over  dividend  payments  —  they  do  reduce  the 
amount  of  costless  ■  savings  set  aside  by  corporatitms. 
Whether  such  heavy  taxation  is  advisable  or  not  de- 
pends, among  other  things,  upon  (1)  the  ability  of  the 
government  to  make  more  socially  productive  use  of  the 
tax  proceeds  than  private  enterprise  would  make  of 
them  as  savings  and  reinvestment  funds,  and  (2)  the 
efifect  of  such  taxation  on  the  interest  rate.  These 
questions,  however,  of  great  present  interest  and 
importance  as  they  are,  lie  somewhat  to  one  nde  of  the 
main  line  of  our  inquiry.  The  essential  points  are  that 
the  prindples  of  ability  to  pay  and  equal  sacrifice  in 
taxation  are  properly  applicable  to  tibe  theory  of  capital 
formation,  and  that  income  statistics  indicate  the 
magnitude  of  costless  savings. 

The  second  point  relates  to  the  theoiy  of  discounted 
advances  to  laborers  and  to  the  independent  deter- 
mination of  a  definite  interest  rate  by  some  subjective 

I  "Cnrtlni  "  »e  f»r  —  th»  ImawdUW  proc«w  of  naaUnc  ftad  nlnnstiDc  tb*  miilia 
is  oonovriMd.  Time  mar  ba  1im>t7  ooct  to  weaken,  in  low  wane,  kma  kaan.  Mad  pott 
wtnkiiii  Booditlaiiii  to  ttH  oonninia'  In  hi^  ttima,  and  avMi  to  Wnofcholdw  wbo  ara 
In  ODlr  modaraU  flnaadal  dnaattaem.  But  tha  laTinc  i*  don*  "at  tha  aoona"  aod 
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would  Matt  possees  any  edgnificance?  Would  we  advise 
pec^e  to  control  tbeoiBelveB  and  direct  their  conduct  by 
lational  calculation,  or  would  we  advise  them  to  "let  nature 
caper"  ?  It  comes  down  to  this;  would  we  advise  the  boy  to 
learo  by  hard  practice  to  turn  bis  razor  on  its  back,  or  to  fid- 
low  hia  own  inclinations? 

These  questions,  or  rather  this  question  —  for  they  are  all 
reducible  to  one  —  is  as  old  as  philosophy,  tho  it  has  not  often 
been  stated  in  economic  terms.  Shall  we  school  and  discipline 
ourselves  into  conformity  with  the  conditions  of  successful 
living,  or  shall  we  follow  our  own  proclivities  and  insist  that  it 
is  an  unjust  world  which  does  not  bestow  success  upon  us? 
Shall  we  labor  to  acquire  those  habits  which  are  best,  which 
work  well,  trusting  that  practice  will  eventually  make  them 
agreeable,  or  shall  we  follow  our  instincts  because  of  the 
pleasurable  sensations  which  result,  and  let  the  ultimate 
econcnnic  consequences  take  care  of  themselves?  Does  hving 
"according  to  nature"  mean  adapting  ourselves  to  nature  in 
the  outer  sense,  or  does  it  mean  following  our  own  inherited 
nature?  The  prt^essive  parts  of  the  world,  that  is,  those 
parts  where  industry  has  been  efficient  enough,  and  govern- 
ments liberal  enough  to  permit  considerable  numbers  of 
people  to  make  a  living,  have  ail  followed  the  stony  road  of 
self-discipline;  but  there  is  a  distinct  tendency  to  abandon  it 
for  the  ptimroee  path  of  instinctive  behaviorism.  In  many 
circles,  educational,  reUgious,  sociological,  and  economic, 
tbere  is  a  nervous  fear  lest  child  nature  or  human  nature  in 
general  should  be  warped,  its  instincts  thwarted,  or  that  it 
should  be  tnuned  out  of  its  "natural"  bent. 

The  process  of  trial  and  error,  sometimes  euphoniously 
called  "creative  evolution,"  is  doubtless  tending  to  bring 
about  s  haimony  between  human  behavior  and  the  behavior 
of  things.  Those  individuals  who  can  not  readily  discipline 
thetnaelveB  or  conform  their  behavior  to  the  mechanical  aad 
econixnic  necessities  of  a  situation,  or  who  suffer  serious  harm 
from  such  conformity,  tend  to  be  weeded  out,  while  those  to 
wbcnn  the  eelf-disdpline  which  proves  to  be  mechanically  or 
ecfHuxoically  advantf^eous  is  easy  and  harmless,  will  tend  to 
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Burrive.  Id  the  course  cd  time  a  r&ce  is  built  up  which  is  able 
to  do  tilings  in  the  right  way,  to  direct  its  conduct  with  some 
regard  to  the  behavior  of  thii^;  but  this  race  is  created  and 
can  be  created  only  by  the  process  of  selection,  trial  and  error, 
success  and  f^ure,  survival  and  extinction.  To  say,  there- 
fore, that  a  certain  requirement  in  human  conduct  produces 
numerous  failures,  that  many  break  under  the  stnun,  or 
suffer  certain  physical,  mental,  and  moral  disorders  through 
trying  to  live  up  to  the  requirement,  is  not  enough  to  cond«nn 
it.  Does  the  requirement  work  well  when  people  do  live  up  to 
it,  and  is  there  a  sufficiently  lai^  element  in  the  race  who  can 
live  up  to  it  without  harm,  to  serve  aa  a  "saving  mnnaht" 
and  become  ihe  pn^enitora  of  new  generations  of  superior 
adaptability?  If  so,  the  requirement  may  well  be  insisted 
upon,  in  spite  of  the  fact  that  conoderable  numbers  find 
difficulty  in  conforming. 

True,  this  is  a  somewhat  hard  view  of  life  and  conduct;  but 
experience  with  real  things  must  convince  any  one  that  it  is 
bard  to  do  imy  thing  in  the  right  way.  Every  mechania 
knows  that  it  is  eaaer  to  botch  s  job  than  to  finish  it  properly. 
There  is  only  one  right  way,  or  at  most  very  few,  of  doing  any- 
thing. There  are  a  tiiouBand  wrong  ways.  This  observation 
applies,  without  exception,  to  everything  we  do;  it  even  ap- 
pUes  to  livii^.  Not  in  a  purely  rehgious  sense,  but  in  the  most 
rigid  economic  and  mechanical  sense,  "stnut  is  the  gate  and 
narrow  is  the  way  that  leads"  to  success,  or  survival,  for 
races,  and  nations  as  well  as  for  individuals. 

The  importance  of  studyii^  the  psycholi^y  of  behavior 
with  a  view  to  ascataining  how  men  may  be  controlled, 
directed  or  led  to  do  things  in  the  r^t  way  is  not  to  be 
minimized;  but  it  is  of  equf^  importance  that  we  should  know 
the  right  ways,  not  amply  in  the  fields  of  mechanics  and 
technology,  but  equally  in  the  fields  of  economics,  politics, 
and  even  morals.  The  questions  bow  men  actually  behave, 
and  why,  are  important;  the  questions  how  must  they  behave, 
and  why,  if  they  are  to  succeed  in  this  world  of  stru^e, 
where  the  forks  in  the  road  that  lead  to  survival  and  extinc- 
tion always  before  them,  are  equally  important.    If  we  can 
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imce  settle  the  latter  group  of  queetione,  we  may  then  turn  to 
the  former  for  the  pHirpose  of  finding  out  bow  our  race  can  be 
led  to  do  the  right  thin^,  that  is,  to  do  whatever  is  necessary 
to  its  own  perpetual  Bucceas  or  survival.  It  seems  to  the  re- 
viewer that  Roes  baa  not  given  the  attention  to  this  claas  of 
questions  which  they  deserve. 

The  chief  systems  of  aociol<^^  should  be  classified  on  the 
basis  of  this  difference.  One  group  is  largely  psychological 
and  anthropological,  the  other  is  economic  and  evolutionary. 
One  group  aims  to  describe  human  nature  as  it  is  found,  any* 
where  and  everywhere.  The  other  aims,  so  far  as  it  discusses 
human  nature  at  all,  to  describe  it  as  it  inevitably  tends  to 
become,  as  it  must  become  under  the  conditions  of  the  evolu- 
tionazy  processes  of  selection,  and  as  it  has  actually  t^tded  to 
become  among  the  more  successful  races,  groups,  and  classes. 
One  group  is  primarily  concerned  with  describing  and  clasm- 
fyiz%;  the  other  with  analysing  and  evaluating.  Koes's  sys- 
tem bdongs  in  the  one  class,  the  reviewer's  system,  if  he  may 
presume  to  mention  himself  in  such  oonneetion,  belongs  in  the 
otlier;  a  diEFerence  which  may  account  for  the  criticisms  con- 
tained in  the  last  few  paragraphs. 

There  are  a  few  other  criticisms,  mosUy  of  detail,  which  do 
not  depend  upon  a  difference  in  sociological  ssrstem,  but 
i&ther  upon  a  difference  of  tempenunent.  Almost  every 
pai^p»ph,  as  indicated  e&riier  in  this  review,  oontains  state- 
ments that  are  calculated  to  provoke  discussion  and  con- 
troversy. This  feature  adds  to  the  value  of  the  book  for  class 
room  use,  but  can  scarcely  be  said  to  add  to  ite  value  for 
purely  scientific  purposes.  Some  of  these  statements  are  so 
ill-considered  as  to  provoke  something  more  than  a  question- 
ing attitude  and  a  desire  for  further  light. 

A  few  samples  will  suffice: 

"The  World  War  sprang  from  a  conflict  of  rival  imperial- 
isms. Behind  these  imperialisms  was  Uie  greed  of  certain 
influential  financial  or  business  groups  secretly  molding  the 
foreign  policy  of  government"  (p.  45).  This  is  familiar  to 
tboee  who  have  listened  often  to  soap  box  podfists,  but  one 
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does  not  expect  to  find  it  in  a  book  with  pretenEdonfi  to  scien- 
tific veracity.  Agtun  "Leas  and  lees  is  the  instinct  of  work- 
manship stimulated  as  the  minute  subdivision  of  tasks  makes 
labor  a  monotonous  repetition"  (p.  50).  The  monotonous 
repetition  of  this  formula  is  even  more  depressing  than  the 
routine  work  of  the  machine  tender;  besides  it  does  not  con- 
vince the  critical  judgment.  Few  operations  are  more  spe- 
cialiied  or  monotonous  than  plowing  or  knittii^;  yet  Tolstoi 
has  testified  to  the  stimulating  effect  of  the  one  upon  the 
mind,  and  the  therapeutic  effect  of  the  other  in  case  of  ner- 
vous disorders  is  well  recognized.  Anyone  who  will  use  his 
eyes  and  his  mind,  and  compare  a  machine  tender  in  a  shoe 
factory  with  a  shoe  maker  at  his  bench,  ia  not  Ukely  to  be 
deceived  as  to  which  is  the  happier,  the  freer  or  the  more  alert 
in  mind.  If  it  is  meant,  as  is  sometimes  implied,  that  an 
artist  ia  happier  in  his  creative  work  than  the  average  ma- 
chine tender  is  in  his  monotonous  work,  the  statement  may 
be  freely  granted ;  but  it  does  not  follow  that  the  average  ma- 
chine tender  would  be  an  artist  if  he  were  not  unfortunatdy 
"chuned"  (to  use  a  conmion  but  intentionally  misleading 
word)  to  his  machine,  or  that  he  would  be  happier  if  he  had  to 
make  a  complete  product  instead  of  a  minute  fraction  of  it. 
Moreover,  in  spite  of  the  fact  that  laborers  have  been  told 
repeatedly  and  vociferously  that  mAchine  tending  stiSes 
their  instinct  of  workmanship  and  kills  all  joy  in  work,  they 
show  by  their  actions  that  they  do  not  believe  a  word  of  it. 
When  the  alternative  is  presented,  at  the  same  wages,  they 
will  uniformly  and  without  hesitation  choose  machine  tend- 
ii^  rather  than  farm  work  or  even  bench  work  in  which  they 
are  required  to  perform  a  multitude  of  operations. 

' '  Excludve  capitalist  control  of  industry  thwarts  the  work- 
er's impulse  to  self-assertion,  stirred  as  it  is  by  the  democratic 
ideas  of  our  time"  (p.  50).  This  seems  to  imply  that  "exclu- 
sive capitalist  control"  has  been  seized  by  force  or  authority 
instead  of  being  won  by  the  process  of  buying  and  selling.  If 
Bome  choose  to  spend  their  surplus  incomes  for  producer's 
goods  while  others  spend  them  for  consumer's  goods,  both  are 
following  tiieir  impulse  to  self-assertion,  yet  the  one  class  will 
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thereby  acquire  exclusive  control  of  Uie  capital  of  tlie  com- 
munity. JuBt  how  it  thwarts  the  dean  for  BeU-aasertioD  to 
allow  eadi  dasa  to  spend  its  money  as  it  sees  fit,  or  how  fmy- 
thing  could  possibly  be  mcffe  democratic  than  this  would  be 
difficult  to  show.  If  those  who  chose  to  spend  their  money  for 
producer's  goods  were  not  allowed  to  own  what  th^  boi^t, 
but  the  ownership  were  turned  over,  in  part,  to  tiiose  who 
cboee  to  sp^id  Uieir  money  for  other  things,  it  looks  to  the 
reviewer  as  tho  this  would  be  s<Hne  interference  with  the 
"impulse  to  self-assertion."  Even  tiie  demre  to  possess  what 
one  has  never  paid  for  can  scarcely  be  denatured  by  suggesting. 
thatiti8"8tirTedby  the  democratic  ideas  of  our  time."  It  is 
not  the  instinct  to  self-assertion  so  much  as  the  instinct  to 
grab  what  the  other  fellow  has  that  is  involved.  This  is  not 
sanctified  when  done  in  the  holy  name  of  labor  any  more 
than  when  done  in  the  profane  name  of  business,  tho  there 
may  be  more  excuse  for  it  in  the  one  case  than  in  the  other. 
It  is  not  stirred  by  democratic  ideas  so  much  as  by  the  sense  ti 
nnreetrained  power  which  sometimes  takes  possession  of  an. 
indignant  crowd. 

On  page  111  Roes  points  out  a  very  widespread  human 
tendency,  which  has  an  important  bearing  on  the  case.  "The 
delight  of  '  taking  down  '  one  who  is  throwing  us  into  the 
diade  is  very  evident.  School  boys  on  tiie  playground  '  take 
it  out '  of  teacher's  pet,  bespatter  the  best-dressed  child,  and 
pursue  the  priae  pupil  chanting  some  inctmtation  rhyme  built 
about  his  name.  Girls  try  to  take  down  the  girl  all  the  boy» 
are  fond  of,  and  the  uncouth  lads  join  to  humiliate  the  boy 
that  the  gtris  favor."  Why  the  author  is  willing  to  recc^nise 
the  tendency  to  "take  down"  those  more  succeasf ul  than  our- 
sdvee  in  every  game  or  activity  except  money  getting,  or  why 
he  should  call  it  the ' '  stiirii^  of  democracy  "  in  the  latter  case 
and  by  less  euphonious  names  in  all  others,  is  impossible  to 
Mmjecture.  And  yet  (p.  141)  he  says  "So  loi^  as  they  ex- 
hilut  the  ordinary  economic  and  social  virtues,  the  capi^>le 
areinnodangerfrompopularenvyand  cupidity."  Thisianot 
oofy  inconsistent  with  his  remarks  i^ut  "tiding  down"  our 
more  successful  rivals,  but  it  is  contrary  to  experience  except 
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in  a  very  few  of  the  moat  enli^tened  communitiee  of  the 
earth.  So  far  as  the  world  has  bad  experience  of  proletarian 
revolutions  it  has  learned  that  the  so-called  intelligenzia  fare 
no  better  at  the  hands  of  a  real  proletariat  than  do  land- 
owners and  capitalists. 

Id  one  of  his  marginal  headings  (p.  116)  Ross  makes  the 
unqualified  statement  that  "no  one  is  really  self-centred." 
The  reasons  given,  however,  are  merely  that  no  one  is  abso- 
lutely indifferent  to  the  opinions  of  his  fellows.  The  fact  that 
one  cares  for  their  approval  certainly  indicates  a  certain, 
rather  intense  interest  in  oneself.  If  one  would  rather  be  well 
thought  of  th&n  to  have  some  one  else  well  thought  of,  that 
again  indicates  a  certun  preference  for  self  as  compared  with 
that  other  [Krson.  If  one  cares  more  for  the  good  opinions  of 
titoee  nearest  him  in  pc»nt  of  apace,  kinship,  ideals  or  like- 
mindednees,  than  for  the  good  opinions  of  those  less  near, 
that  argues  also  for  a  certain  self-centredness.  A  being  who 
cared  absolutely  nothing  for  the  opinions  of  any  other  beings 
would  be  hard  to  classify.  He  could  just  as  well  be  absolutdy 
without  interest  in  self  as  be  a  towering  egotist. 

Chapter  XII,  on  Ebqploitation,  presents  a  somewhat 
f^oomy  picture.  One  gets  the  impression  that  there  is  not 
very  much  going  on  in  civilized  society  except  exploitation. 
This  results  from  the  author's  tendency  to  call  everything 
exploitation  where  one  class  manages  to  prosper  more  than 
another  clasa.  Nowhere  does  he  make  the  important  distinc- 
tion between  exploitation  based  upon  the  power  to  inspire 
fear  and  that  based  upon  the  power  to  confer  benefit.  When 
a  group  can  get  what  it  wants  by  making  others  afraid  to 
refuse  its  demands,  whether  it  prospers  thereby  or  remains 
poor,  there  is,  qualitatively  at  least,  exploitation.  When  an- 
other group  can  get  what  it  wante  by  reason  of  its  power  to 
serve  or  minister  to  the  needs  of  others,  even  tho  it  prospers 
thereby,  it  is  doubtful  whether  the  process  ought  to  be  called 
exploitation;  yet  the  unthinkii^  never  make  any  such  dis- 
tinction. Prosperity  is  sometimes  forced  upon  a  man  throt^ 
no  fault  of  his  own.  The  person  who  is  recognized  as  indis- 
pensable can  generally  get  what  he  desires,  whether  it  be 
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votes,  money  or  anything  else,  tho  the  very  people  who  have 
benefited  through  his  indispensable  service  sometimee  resent 
his  success,  particularly  amoi^  the  backward  peoples  whose 
lack  of  economic  virtue  has  kept  them  back.  The  author's 
undisdiminating  discussion  of  exploitation,  and  many  other 
parts  of  the  book,  show  an  apparent  tendency  to  cater  to 
those  splenetic  temperaments  who  find  it  easier  to  beUeve 
evil  ibaa  good  of  those  who  achieve  any  considerable  success 
eitlier  in  vote  gettii^  or  money  getting. 

After  asserting  (p.  208)  regarding  sumptuary  laws,  that 
ibey  are  intended  to  protect  the  prest^e  of  the  higher  social 
orders,  tbo  often  urged  on  economic  grounds,  he  says: 

MoiK^amic  marriage,  tolerant  enou^  toward  monastio  and 
Shaker  oelibacy,  which  put  yet  greater  strain  on  human  nature,  eup- 
preseea  as  a  dangerous  rival  every  laxer  form  of  sex  relation  —  "  free 
love,"  the  "complex  marriage"  of  the  Oneida  community,  Mormon 
poly^my,  etc.  Nor  has  it  acknowledged  any  right  of  groups  of  men 
and  women  to  order  their  relations  accordiog  to  their  own  convictiona 
and  judgment. 

The  statements  that  monogamic  marriage  does  acknowledge 
the  right  of  groups  of  men  and  women  to  muntain  ceUbacy, 
and  that  it  has  not  acknowledged  "any  right  of  groups  of 
men  and  women  to  order  theii  relations,"  etc.,  are  of  course, 
contradictory.  But,  worse  than  this  ia  the  implication  that  the 
strain  which  an  institution,  or  a  standard  of  conduct  puts  on 
human  nature  is  a  reason  for  condemning  it,  and  that  relations 
between  men  and  women  might  well  be  left  to  ' '  their  own 
conviction  and  judgment."  This,  however,  is  consistent  with 
tlie  nervousness  of  psychological  sodologists  and  economic 
behaviorists  in  general  leat  some  law  should  be  passed,  prac- 
tice adopted,  or  institution  established,  which  should  put  a 
strain  on  human  nature.  Even  m<we  monstrous,  however,  is 
the  implication  that  the  reason  why  monogamists  disapprove ' 
of  free  love,  complex  marriage  and  polygamy  is  to  preserve 
their  own  prestige. 

"The  catering  of  corporate  universities  to  the  prejudices  of 
possible  donors  would  hamper  gravely  the  teaching  of  the 
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socdal  sciences  were  it  not  Uiat  they  have  to  meet  the  competi- 
lioii  of  the  liberal  atate  universitiea"  (p.  216).  It  would  be 
intereeting  to  know  whether  there  has  been  less  meddling  witfi 
academic  freedom  in  state  than  in  endowed  uniTermties. 

The  frequent  occurrence  of  bIuts  and  innuendoes,  a  few 
samples  of  which  have  been  quoted,  betraying  an  animuH  of 
the  author  rather  than  calmly  and  dispaaaionately  reasoned 
conolusionB,  is  the  chief  weakness  of  the  book.  But  we  must 
not  dwell  longer  on  this  weakness  lest  we  be  guilty  of  the 
vice  very  prevalent  among  writers  on  sociology,  including  the 
author  before  us,  of  seeing  only  the  evil  and  the  disagreeable 
in  that  which  they  are  trying  to  describe.  They  resemble 
certain  oriental  peesinusts,  who  used  to  describe  man,  of 
whom  they  had  a  very  poor  opinion,  by  selecting  the  obsceni- 
ties of  anatomy  and  dwelling  upon  them  with  nauseating 
particularity.  Their  statements  of  detail  were  true  enough, 
but  their  pictures  of  man  aa  a  livii^;  whole  were  criminally 
false.  Many  of  our  writers  on  sociolt^y  have  formed  the 
habit  of  selecting  certain  sore  spots  on  the  body  poUtic,  and 
tiioee  aspects  of  normal  socitU  life  which  lend  themselves 
most  easily  to  derogatory  description,  and  of  dwelling  upon 
tiieee  to  the  exclusion  of  everythii^  else. 

A  possible  reason  for  assuming  this  attitude  is  what  he  calls 
in  his  chapter  on  Opposition  (Cb.  XIII)  the  spirit  of  contra- 
diction. Regarding  "bom  kickers,"  he  says,  that  they  "pose 
as  champions  of  threatened  r^ts,  knightly  defenders  of  the 
minority,  when,  in  fact,  what  animates  them  is  the  spirit 
of  contradiction."  Quotii^  from  Simmel,  who  detects  in 
himself  "a  genUe,  often  scarcely  conscious,  and  even  imme- 
diately vanishing,  impulse  to  say  no  to  an  assertion  or  ap- 
peal," and  who  "infers  that  one  personahty  in  encountering 
expressions  of  the  personahty  of  another,  cannot  assert  itself 
otherwise  than  by  some  form  of  opposition,"  he  concludes 
that  the  attitude  of  hostiUty  is  more  easdly  created  than  that 
of  ^ympatliy  and  appreciation.  It  seems,  however,  tiiat  this 
conclusion  is  based  upon  too  narrow  a  field  of  observation. 
Some  people  undoubtedly  react  in  the  way  described,  but  it  is 
equally  certain  that  others  react  in  the  opposite.  Nor  is  it 


^dbyGoogle 


BOS^S  PRINCIPLES  OF  SOCIOLOGY  153 

very  prc^table  to  try  to  find  out  how  the  average  man  acts. 
What  we  need  is  a  reaction  curve,  showii^  the  distribution  of 
different  kinds  of  reactors  to  denunciatory  and  commeDda- 
tory  aut^estion.  Everyone  knows  of  individuals  who  are  bo 
kindly  disposed  toward  everybody  and  everything  as  to  as- 
sent naturally  to  everything  that  is  said  to  them.  They  react 
differently  from  the  way  in  which  Sinuuel  finds  that  he  reacts. 
Between  iix  extremes  of  counter  suggestion  and  pathological 
obedience,  there  are  all  d^rees  of  good  nature  and  ill  nature. 
If  one  is  in  the  habit  of  talking  to  those  at  one  end  of  the 
curve,  he  will  doubtless  find  it  easier  to  create  hostility  and 
res^itment  than  friendship  and  appreciation.  "It  is  a  pity" 
says  Rosa  (p.  160)  "thathostiUty  is  a  highly  suggestible  atti- 
tude. It  seems  to  be  easier  for  the  orator  to  sway  the  mob 
against  someone  than  to  sway  it  for  him.  Simmet  holds  that 
it  is  much  more  difficult  to  influence  the  average  man  in  gen- 
eral [italics  mine]  to  take  an  interest  in  or  to  feel  an  inchna- 
tion  of  sympathy  for  a  third  person  previously  indifferent 
than  to  develop  in  him  mistrust  and  antipathy." 

Mark  Antony  had  to  assure  the  mob  that  he  had  not  come 
to  praise  Caesar  before  he  could  even  get  a  hearing,  but  it 
was  the  mob  and  not  the  intellectual  and  moral  £lite  of  Rome 
to  wh(HQ  he  was  speakii^.  Anyone  with  a  raucous  voice  can 
get  an  instantaneously  favorable  he&rii^  from  the  Stmday 
afternoon  crowds  in  almost  any  public  place,  by  merely  stand- 
ing up  and  denouncing  something.  At  the  same  time  and 
[dace  it  would  take  a  really  great  orator  to  create  a  good 
ojHmon  regarding  the  things  thus  denounced.  But  it  would 
be  has^  to  conclude  anything  about  the  "average  man  in 
general"untilwehad  tried  it  on  other  groups  of  people.  Eiven 
tiien  we  shall  probably  conclude  that  we  cannot  find  out  much 
about  the ' '  average  man  in  general,"  but  that  different  groups 
react  differently  according  to  their  place  in  the  curve. 

These  trifling  weaknesses  should  not  blind  us  to  the  great 
and  conspicuous  merits  of  the  book.  Among  the  vast  number 
of  statements  that  are  calculated  to  provoke  discussion, 
aiKne  of  which  are  mere  slurs  and  innuendoes,  mai^  must  be 


^dbyGoogle 


154  QUARTERLY  JOURNAL  OF  ECONOMICS 

T^arded  as  genuine  fiashea  of  genius.  SpeEiking  of  the  rapid 
development  of  human  life  in  cold  countries  and  the  slow 
development  of  the  tropics,  Roes  remarks:  "Had  the  art  of 
cooling  kept  pace  -with  the  art  of  heating  the  story  might  have 
been  different.  Ever  since  he  invented  fire  and  clad  himself  in 
skins,  man  has  been  in  the  way  of  invading  the  harsher  climes; 
but  only  our  own  time  has  seen  the  beginning  of  a  technique 
of  coohng  which  may  yet  enable  him  to  conquer  the  tropics 
inetead  of  succumbing  to  them  "  (p.  68). 

The  materialistic  and  other  special  interpretations  of  his- 
tory are  effectively  disposed  of  as  follows: 

It  is  reasoDfible  to  suppoee  ttmt  men's  attitudes  and  actiona  de- 
pend moet  on  what  most  worries  them.  When  they  worry  chiefly 
about  what  the  Unseen  will  do  to  them,  the  courae  of  society  will  be 
moet  affected  by  developments  in  the  fletd  of  religion.  When  they  lie 
awake  for  fear  tbeir  property  or  their  lives  will  be  taken,  their  atti- 
tude toward  everything  will  depend  on  how  it  is  related  to  the 
security-furnishing  organization,  i.  e.,  the  State.  When  their  su- 
preme anxiety  ia  where  the  nest  meal  is  coming  from,  they  will  be  for 
everything  that  promises  to  promote  economic  success  and  against 
eveiything  which  appears  to  binder  it.  As  soon  as  one  worry  is 
soothed  it  ceases  to  shape  the  course  of  history  and  some  other 
supreme  worry  takes  charge. 

Whether  the  book  is  great  enough  to  dominate  the  minds  of 
sociological  students  and  determine  the  character  and  scope 
of  sociology  in  the  future,  remains  to  be  seen.  It  lacks  one 
quality  which  such  a  book  ought  to  possess.  It  is  not  con- 
vincing. Those  who  already  take  Ross's  point  of  view  will 
read  it  with  unmixed  delight  and  complete  agreement.  Those 
who  take  a  different  point  of  view  will  read  it  with  mingled 
delight  and  irritation,  and  with  only  partial  agreement. 
There  is  no  such  logical  and  consistent  line  of  reasoning  sup- 
p<»ted  by  ample  evidence  as  should  force  conviction  upon 
those  not  already  convinced.  The  book  will  serve  admirably 
as  a  thought  provoker  in  the  class  room;  but  a  great  and 
masterful  treatise  should  do  more  than  this. 

T.  N.  Cabvbb. 
Habtabd  UHivEBsrrr. 
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ROCHE-AGUSSOL'B    PSYCHOLOGIE    fiCONOMIQUE 
CHEZ  LE8  ANGLO-AMfiRICAINS  ^ 

Ofpobtuntit  is  given  by  tliese  volumes  to  view  ihe  whole 
contribution  of  English  and  American  "psychological" 
economists  throi^h  the  eyes  of  a  young  Fr^ch  sdiolar, 
admirably  schooled  in  economics  under  Professor  Rist  and 
trained  further  in  law  and  Bocial  philosophy. 

Who  are  the  p^chological  economists  ?  No  less  than  three 
taiily  distinct  movements  in  economic  theory  may  be  called 
p^chological.  The  contributions  of  the  marginal  utility  an- 
alyraa — by  Jevons,  the  Austrians  and  others  —  constitute 
one.  Next,  there  is  a  scattered  body  of  criticism  beginning 
periu^  with  Enies,  directed  against  the  individualist,  he- 
donist, "self-interest"  psychology  of  the  classicala.  Critics  of 
this  type,  having  learned  from  anti-utilitarian  moralists  or 
from  Bodal  psycholt^ists  that  the  hedonist  psychology  is 
inaccurate,  protested  that  economic  theory  based  on  it  must 
be  wrong  too,  tho  they  have  never  been  clear  as  to  juat  how  it 
might  be  serviceably  revised.  Their  influence,  it  would  ap- 
pear, has  been  more  pronounced  in  the  English  and  German 
speaking  countries  than  in  France.  The  tliird  psychological 
movement  has  recently  grown  out  of  the  second.  This 
sdKwl,  without  disputii^  seriously  the  marginal  analysis, 
which  takes  people's  economic  wants  for  granted,  attempts  to 
develop  by  psychological  methods  a  body  of  positive  theory 
to  show  why  want«  are  what  they  are,  and  how  they  may  be 
better  adapted  to  external  nature.  Some  writings  of  Taussig, 

I  Mauiiott  Rocfae-AcuMoU  (I)  Ia  PHyoholosie  ficonomiqan  ohei  lea  Aiiglo-AiD^ii- 
^m,  pp.  407,  leiS;  (3)  £tude  Bibliosimphiqua  dea  Soukh  de  ]■  PtyebrAoeit  ieo- 
Mftdqu*  diom  lea  Anslo-AiDfaiouDi,  pp.  137,  1919-  Puia.  l^oa  Tflain. 
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Hobson,  J.  M.  Claik,  Paiker,  and  even  Carver,  are  tentative 
^orta  in  this  direction. 

Which  of  these  trends  ia  reflected  in  Dr.  Rocbe-Agusaol's 
Peyckologie  Hconomique  f  He  takes  no  account  of  the  tiiird; 
and  he  attempts  to  deal  with  the  first  two  groups  we  have 
mentioned  as  a  unit.  He  is  a  marginal-utility  enthusiast, 
quite  in  the  spirit  of  Jevons  and  the  Ainerican  "  psychological 
school"  of  Fetter  and  Fisher,  and  a  good  part  of  his  work 
details  the  triumphs  of  this  analysis  over  the  claseicalB. 
S<mietimes  he  speaks  of  pure  economics  as  if  it  were  the  same 
thing  as  p^chological  economics.  Yet  he  seeks  all  along  to 
show  that  social  psychok^y,  fliRllftnging  the  individualist, 
hedonist,  determinist,  optimist  psychology,  and  philosophy 
of  the  classicals,  has  ted  to  important  modifications  of  eco- 
nomic theory.  To  this  end  he  draws  elaborately  on  Americui 
and  French  sociologiats,  and  among  economists  especially  on 
J.  B.  Clark  (who  seems  best  to  typify  for  him  the  psy- 
chological economist)  for  suggestions  on  moral  forces,  custom, 
the  organic  constitution  of  society.  Clark  in  turn  had  drawn 
from  Uieee  same  Bocio1c^;iBta  —  Dewey,  Baldwin,  Giddings, 
and  the  rest,  as  well  aa  from  the  Gennan  historical  school. 

But  how  far  in  the  end  did  Clark's  social  psychology  get 
him  ticm  Jevons,  who  held  the  most  thoro-going  hedonist 
views  7  Dr.  Roche-Agussol  does  not  meet  Bahm-Bawerk's 
protest  that  the  modem  theory  of  value  is  founded  on  <^jec- 
tive  facts  of  choice,  shown  by  price  offers,  and  not  on  any 
special  p^cholt^cal  explanation  of  choice.  He  does  not  even 
reaUee,  apparently,  that  there  is  any  question  about  the 
dependency  of  the  former  on  the  latter.  Hia  pure  economics 
(marginal  analysis  of  value  and  distribution)  therefore  Epins 
out  just  as  it  would  on  hedonist  pr^uises  —  very  com- 
petently too  —  and  his  eociok^cal  interpretations  and 
criticisms  get  hinr  nowhere  in  positive  econtumc  theory.  The 
proof  of  this  judgment  is  that  he  draws  indifferently  on  Je- 
vons, Clcak,  Fisher,  Edgeworth,  Wickateed,  for  his  '  psy- 
chological" economics,  whoae  contributicsis  are  undisturbed 
by  the  sociolt^cal  excursions  into  Tarde,  Dewey,  Bergson 
andolhenL 
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'Wiih  these  indic&tions  of  the  author's  trend,  we  may 
glance  at  the  list  of  authors  in  his  Stude  BMiograpkique;  it 
helps  to  characterize  his  main  critical  work.  First  there  la  a 
group  of  psychologists  and  sociologists,  evidently  those  he 
considerB  most  important  in  the  matter:  James,  Dewey,  Bald- 
win, GiddingB.  The  omission  of  McDougall  is  unaccountable. 
Then  a  group  of  American  economists:  J.  B.  Claric,  Carver, 
Patten,  Walker,  Hawley,  Taussig,  Fisher,  Fetter,  Tuttle, 
Vdi)len,  J.  M.  Ctaric.  The  F.ng1iflh  group  is  Jevons,  Marshall, 
Wicksteed,  Smart,  and  Hobson.  Biographical  notes  are  given 
OQ  most  of  tiiese  men,  and  their  productions  are  briefly  sum- 
marized and  related.  Of  course  Davenport,  B.  M.  Anderson 
(whose  standpoint  is  very  similar  to  that  of  Dr.  Kocbe- 
Agussol),  Gannon  and  others  might  weQ  have  be^i  included, 
but,  wotkii^  at  a  distance,  the  author  has  collected  repre- 
sentative Anglo-American  opinion  on  the  many  aspects 
(utility,  value,  distribution,  social  welfare,  philosophical  rela- 
tions) which  are,  for  him,  psychological  economics. 

Turning  now  to  the  principal  work.  La  Paycholofpe  tco- 
nomique,  I  may  say  at  once  it  is  much  more  than  a  rehash. 
The  assessment  of  credit  for  particular  doctrines  to  various 
English  and  American  writers  is  subordinate  to  a  systematic 
treatment  of  the  whole  marginal  economics.  The  author  is 
well  acquainted  with  the  French  and  Austrian  schools,  in- 
duding  the  mathematical  variety,  and  he  is  not  lacking  in 
original  constructive  criticism.  I  r^ret  I  cannot  do  juetice  to 
his  woric  in  the  subtleties  of  pure  economics,  wherein  the 
main  excellence  of  the  book  undoubtedly  lies.  His  Sguiative 
style  is  pleasii^,  tho  the  exposition  proceeds  too  much  in  the 
abstract,  unreUeved  by  specific  illustrative  appUcations.  The 
philosophical  relations  brought  out  all  along  —  on  just 
price,  for  example  —  are  manifold,  often  novel,  and  wiU  be 
valued  highly  by  many  readers. 

The  first  of  the  two  main  divisions  is  devoted  to  "Funda- 
mental Ideas" — method,  utiUty,  marginal  utility,  cost, 
Byntheats  of  value,  wealth.  The  second  part  is  "Applica- 
tions" —  price,  marginal  theory  in  distribution,  rent,  interest. 

In  the  (diapter  on  method  he  proceeds  from  the  acceptable 
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point  that  value  ie  not  fixed  by  past  events  but  is  prospective, 
based  on  the  future,  to  the  Heradeitian,  Bei^^onian  p(»ition 
that  everything  is  in  flux;  members  of  society  are  constantly 
inventii^  and  are  influencing  one  another  by  interplay  of 
minds,  by  imitation.  We  must  abandon  the  individualist, 
mechanist  standpoint  of  the  classical  eoonomista  and  turn  to 
social  psychology. 

The  familiar  reply  is  at  hand  —  how  can  you  found  science 
on  indeterminism  7  Explanation  and  prediction  are  poesible 
only  on  the  assumption  tiiat  nature  contains  uniformities 
which  can  be  discovered.  The  author  seems  to  think  the 
mathematical  idea  of  function,  of  mutually  determining 
variables  like  quantity  and  price,  fits  in  with  the  philosophy  of 
spontaneity.  But  it  is  otiierwise  if  the  mathematical  formulae 
are  supposed  to  have  any  correspondence  to  real  phencnnana. 
The  instance  is  one  among  many  of  his  exaggerated  oontiast 
between  the  maiginal  and  the  classical  economics,  arising 
from  the  use  of  philosophical  dialectic. 

Fortunately  all  this  does  not  interfere  seriously  with  his 
handling  of  the  maiginal  analysis.  The  "law  of  substitution" 
is  developed  admirably  and  at  length.  In  general  he  follows 
Fisher  and  Wicksteed  on  value,  calling  in  Clark  wherever 
there  is  a  chance.  He  distinguishes  three  kinds  of  cost  — 
utilisation,  acquisition  and  of  production  (Ch.  IV).  The  first 
is  psychic  opportunity-cost  —  the  most  urgent  desire  left 
unsatisfied  —  and  he  believes  all  other  costs  reduce  to  this 
rather  than  to  any  kind  of  unpleasantneas.  The  strength  of  a 
single  desire  is  measured  by  the  proportion  of  the  agent's  re* 
sources  it  can  command. 

In  regard  to  the  interplay  of  desires  and  the  judgment  of 
value  be  invokes  the  magic  of  self-realisation,  insisting  that  a 
deore  is  a  vety  different  thii^  from  a  pleasure.  Very  likely; 
but  so  far  as  value  is  concerned,  both  work  out  by  the  familiar 
hedonic  calculus.  Otherwise  how  could  he  use  the  device  of 
infinitesimal  increments  ?  He  knows,  of  course,  that  individ- 
ual men  do  not  juggle  with  such  increments  but  in  the  aggre- 
gate (reference  to  Jevons)  demands  do  show  great  regularity. 
TliiB  fact  should  suggest  a  few  pu^ea  to  the  indetwminist. 
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IndiTidual  "epontan^ty"  is  just  what  be  wduld  expect;  but 
where  does  the  regularity  of  the  averages  come  from  ? 

In  the  discussions  of  distribution  we  find  Clark's  influence 
most  marked;  hence  little  consideration  of  several  important 
questions  in  economic  psychology.  Spedfic  productivity  is 
&e  key;  he  shows  that  the  device  of  increments  renovates  the 
Austrian  theory  of  gross  imputation;  but  he  fails  to  criticize 
tile  ethical  pretensions  of  Clark's  formula.  Carver  would  be  a 
safer  guide,  saying  as  he  does  that  the  function  of  a  high  price 
is  to  induce  people  to  increase  scfirce  and  highly  useful  serv- 
ice. Here  also  there  is  exaggeration  of  the  cont3«st  between 
marginal  and  classical  doctrines  — solidarity  opposed  to  coni- 
flict,  and  so  on. 

The  analysis  of  rent  is  devoted  chiefly  to  the  psychological 
surpluses  in  labor,  in  saving,  and  in  consumption;  but  no  at- 
tempt is  made  to  appraise  their  significance  in  the  light  of 
Bodalist  proposals.  What  would  be  the  effect  on  the  supply 
and  organization  of  capital  and  labor,  if  everyone  were  given 
a  near^  uniform  subsistence,  "appropriate  to  a  civilized 
being  7 "  What  is  the  motivation  in  inheritance,  trade- 
marks, titles?  What  institutional  changes  does  the  nature  of 
motives  make  possible  and  desirable  for  lai^er  welfare  ?  In 
such  questions  Dr.  Roche-Agussol,  like  a  good  pure  eoon- 
CBnist,  is  f^jparently  not  interested.  If  he  were,  it  is  unlikely 
that  his  indeterminist,  speculative  social  psychology  of 
twenty  years  ago  would  go  far  toward  solving  the  problems. 
Hie  objective,  biological,  mechanistic  psychology  of  the 
laboratories  —  sometimes  called  "behaviorist "  —  tho  it  be 
nearer  to  old-fashioned  associationist-hedonism,  is  better  cal- 
culated to  lead  to  a  real  science  of  wants,  a  real  philosophy 
of  BOdefy. 

Z.  C.  DicxorooN. 
Vrnvmaam  of  Minnsbota. 


^dbyGoogk- 


WEBB'S  HISTORY  OP  TRADE  UNIONISM ' 

Nbakly  thirty  years  have  elapsed  ednce,  in  the  original 
edition  of  this  book,  Mr.  and  Mrs.  Webb  conquered  a  hidierto 
unsurveyed  desert  for  economic  science ;  and  it  is  not  too  much 
to  say  that  their  book,  in  the  interval,  has  become  the  founda- 
tion upon  which  all  subsequent  investigators  have  had  to 
build.  The  new  edition  is  almost  a  new  book;  for  the  two 
hundred  and  fifty  pages  which  deal  with  tiie  history  of  the  last 
generation  give  a  new  perspective  to  what  has  gone  before. 
The  new  book  has  all  the  qualities  of  the  old  —  the  same 
monumental  grasp  of  detail,  the  same  ability  to  hew  the  way 
from  massive  bodies  of  fact  to  equally  massive  generalization, 
the  same  unique  insist  into  the  meaning  of  economic  institu- 
tions. If  there  is  a  certain  triumphant  note  in  the  pages,  it  is, 
after  all,  not  unpardonable;  for  the  advance  Mr.  and  Mrs. 
Webb  have  to  record  is  in  no  small  part  of  their  own  making. 
No  one  can  study  the  history  of  labor  since  1890  without  the 
sense  that  Mr.  and  Mrs.  Webb  have  been  the  midwives  of 
ideas  that  otherwise  could  hardly  have  been  bom;  and  if 
there  is  a  maturity  about  the  ideas  and  structure  of  British 
trade  unionism  not  unfairly  to  be  described  as  absent  from 
the  American  movement,  it  is  largely  because  their  books 
have  made  possible  the  emergence  of  an  oi^anized  body  of 
thought  such  as,  at  least  upon  this  subject,  no  other  country 
can  claim. 

In  several  senses,  the  history  of  British  trade  unionism 
since  1890  is  one  of  hardly  chequered  progress.  Even  the 
seeming  defeats,  as  in  the  Taff  Vale  and  Osborne  judgments. 


^dbyGoogle 


INDUSTRIAL  MORALE  49 

retM^oition  of  merit  and,  as  a  result,  has  fostered  the 
feeting  among  the  men  that  the  mam^ement  did  not 
appreciate  merit  and  was  tmwilling  to  recc^nize  it.  In 
ord«-  to  cause  the  work««  to  feel  themselves  of  little 
imiKtrtftnce  it  was  deEorable  that  merit  be  not  freely 
recf^nized.  Too  generotis  recognition  of  merit,  it  was 
felt,  would  encourage  the  workers  to  feel  themselves  of 
value  to  the  enterprise,  develop  a.  feeling  of  self-confi- 
dence and  independence  among  them,  and  l^sen  their 
willingness  to  submit  to  drive  methods.  The  efifect  of 
lack  of  appreciation  of  merit  upon  morale  is  discussed 
m(»e  in  detail  below. 


VI 

Adequate  recc^nition  of  merit  and  good  service  is  an 
important  prerequlrate  to  high  industrial  morale.  Fail- 
ure of  managements  to  recognize  merit  and  good  service 
adequately  means  much  more  than  a  mere  lack  of  ma- 
terial rewards  to  stimulate  the  men  to  do  their  best. 
In  the  first  place,  it  is  important  as  an  indication  of  the 
attitude  and  temper  of  the  management.  The  lack  <^ 
material  rewards  for  merit  naturally  leads  the  workmen 
to  feel  that  the  management  does  not  appreciate  good 
service.  No  exertion  is  more  repugnant  to  workers, 
however,  than  that  which  they  believe  will  not  be  ap- 
preciated. The  feelii^  tiiat  good  service  is  not  appre- 
ciated is  nearly  as  potent  as  the  lack  of  rewards  for  good 
service  in  deterring  the  men  from  exertii^  themselves 
to  render  service  of  exceptional  merit.  In  the  second 
place,  failure  to  recognize  merit  is  important  because  it 
tends  to  deprive  the  men  of  definite  hopes  for  better 
things  in  the  future.  Men  can  endure  disagreeable  and 
discouraging  conditions  for  a  considerable  period  with- 
out Braious  lowering  of  morale,  provided  they  have 
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reasonable  expectations  of  better  things.  But  the  hope 
of  better  things  tomorrow  is  needed  to  take  their  minds 
off  the  diflBcultles  of  today.  To  men  deprived  of  reason- 
ably definite  expectations  for  the  future  the  difficultiee 
of  today  seem  doubly  onerous.  Because  the  work  in 
modem  industry  involves  much  that  is  disagreeable 
and  onerous,  it  is  important,  in  order  to  sustain  high 
morale,  that  workmen  see  something  better  ahead. 
Without  such  viaons  they  become  eadly  discouraged, 
di^usted  with  their  jobs,  inclined  to  develop  the  "don't 
give  a  damn"  spirit  uid  to  seek  relief  from  the  disagree- 
able and  discourage  features  of  their  work  by  doing 
no  more  than  is  necessary. 

Modem  industry  has  conspicuously  failed  to  meet  the 
problem  of  the  recognition  of  merit.  This  failure  mani- 
fests itself  in  a  number  of  ways.  Perhaps  the  most  Btrik- 
ii^  has  been  the  practice  of  arbitrary  piece-rate  cutting, 
which  has  penalized  workers  of  exceptional  proficiency 
instead  of  rewarding  them.'  A  less  striking  but  fully  as 
important  instance  of  failure  to  reward  merit  has  been 
the  traditional  w^e  policy.  Instead  of  carefully  obaerv- 
ii^  the  performance  of  each  woiker,  of  maintaining  in- 
dividual efficiency  records  and  promptly  raisii^  each 
man  when  his  work  showed  clear  improvement,  managfr- 
ments  have  pursued  the  policy  of  paying  the  minimum 
wage  necessary.  The  attitude  of  managements  has 
been,  "If  the  men  are  willing  to  work  for  a  given  w^e, 
why  should  we  pay  more?"  The  effect  of  this  policy 
has  been  that  advances  in  pay,  instead  of  being  promptly 
awarded  when  deserved,  have  been  delayed  as  long  as 

1  Whan  ths  Urta  -i"-'T  vhioh  lawl  to  the  cuttina  at  ths  raCa  an  due  to  the  nta 
bdng  aat  too  hifh  rather  thao  to  the  emeptionai  apeed  of  the  norket,  paaaliiattan  of 
merit  doea  not  iHwa«u%  oooui  when  the  rata  i*  out  but  the  payeholotfakl  effeet  upon 
ibt  worker  ia  the  moe.  Moreorat-  in  practiee  aufficient  diacriminatioD  haa  not  boaa 
■bown  li«tin»i  oaaa  irtiare  ftT'-i*  have  baea  hish  baoBuae  tb»  nta  baa  baan  too  bj^ 
and  Hum  vhei*  th^  ban  bean  high  bMaoaa  tbe  workmen  haa  beao  eaoeptiooally 
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posable,  bdi%  granted  only  when  regarded  as  necessary 
other  to  prevent  the  men  from  leaving  or  to  allay  dis- 
content. Since  old  employees  often  become  more  or  less 
attached  to  their  jobs  and  not  only  less  likely  to  leave 
but  also  less  likely  to  complain,  the  policy  of  paying  no 
more  than  necessary  has  resulted  frequently  in  old  and 
expmenced  employees  receiving  less  than  younger  men 
al  less  skill  and  experience  but  more  difBcidt  to  hold. 
It  has  also  resulted  in  the  taking  on  of  new  men  at 
higher  rates  than  those  received  by  men  already  em- 
ployed, the  management  being  compelled  to  pay  the 
market  rate  to  obtain  new  men,  but  finding  itself  able, 
temponirily  at  least,  to  hold  men  already  employed  at 
a  Tate  sightly  below  the  market.^  In  short,  the  tendency 
of  the  traditional  wage  pohcy  has  been  to  cause  wage 
increases  to  go  not  necessarily  to  the  most  deserving 
but  to  those  who  were  regarded  as  most  likely  to  quit 
CMT  to  make  trouble  and  to  those  who  were  good  at  talk- 
ing to  the  foreman  and  who  were  not  afr^d  to  risk  their 
jobs  by  asking  for  more  money.* 

>  mtlua  tba  lui  year  tba  writer  vu  bind  by  ■  luc«  l>(ib»;  tX  fin  oenta  ui  hmn 
■on  tfaMt  tile  ratfl  r««ind  by  the  mui  who  ihowod  him  bow  to  nun  lun  maehiafl.  AH 
Mw  UBB  for  thg  ^rm  dui  of  work  wen  ginn  t 
uriiUi  wu  unifoiml;  hlfhar  Ihku  th«t  nciJT«d  bj 
^topHae  and  doins  thia  putieuUr  (rada  of  work. 

■  TitB  traditloBal  wasa  polkiy  has  naoHed  iaavltably  in  flacnuit  injiatiaaa.  For 
*—™H*  ao  employee  m  a  middle  wiatem  factory  nomTed  thtrt^fiTB  oenta  ao  hoar 
■Kho  oUiet  men  doinc  tbe  ume  work  necdred  flfty-En  aaota.  The  maaaceritatfd  that 
to  obtoin  new  men  to  do  the  wi^,  he  would  be  oompdled  to  pay  flfty-Gv*  oenta.  Ha 
abo  atated  that  (he  thirty-flre  oent  man  wae  aa  oompetent  aa  any  of  the  othen  and 
wortk  aa  mseh  aa  any  of  them.  He  teeeivsd  iMt.  the  — — g—  aald,  beeauM  he  waa  an 
■Id  tafHoftit  wbo  had  baan  with  tbe  firm  for  aome  twenty  yeara  a&d  bad  baoome  ao  at- 
tadMd  to  hia  job  that  it  waa  latt  that  then  w*a  no  likdihood  ol  bia  leBTii^  eapeeiaUy 
riB«*  Ua  ace  would  faandiow  Um  la  obtafadiit  a  deaitable  job  elaewlten^  Benoe  it  had 
beaa  eooaUered  unnnoewary  to  r^aa  him  when  the  othen  had  been  niatd. 

In  an  eaatem  automobile  factory  one  of  a  cui^  leeBivad  ten  oenta  an  hoar  teaa  than 
Ike  othcra  doins  the  aaioe  work.  Aaked  whether  thia  woiker  wai  leea  oompetent  than  tite 
c<hata.theiiiana)|wrnnJleJthatliewaaiigtbntontlieoontTarywa«i)neof  tbebeatinthe 
puw-  Hereo(iT«dleaa.tbemaiiacereaid,becaaaehswaaaorippleandhenoewouldbaTa 
ABenlty  in  obtuning  payiui  work  eleewhen.  The  mnnacer  alao  atated  that  the  wocb- 
iwhat  timid  and  had  not  ai 
.  Henna  no  necsMity  of  n 
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Finally,  among  industry's  manifestations  of  failure 
to  reward  merit  should  be  mentioned  absence  of  system- 
atic promotion  based  on  efficiency.  Some  enterprises, 
it  is  true,  have  attempted  to  practice  a  policy  of  pro- 
motion, relyii^  on  the  foreman's  more  or  less  indefinite 
impression  as  to  who  is  entitled  to  advuicement.  The 
two  essentials  to  a  satisfactory  s^item  of  promotion  in 
accordance  with  merit,  namely,  defoute  lines  of  ad- 
vancement which  enable  the  men  to  see  clearly  what 
they  are  in  line  for  and  individual  efficiency  records 
which  ffve  the  men  assurance  that  selections  for  pro- 
motion will  not  be  a  matter  of  guess  work,  are  to  be 
found  only  in  a  small  minority  of  establishments.  In 
fact  foremen  not  infrequently  are  opposed  to  promoting 
exceptionally  proficient  men  on  the  groimd  that  when 
a  man  is  exceptionally  good  at  a  given  operation,  it  is 
best  to  keep  him  at  it  rather  than  advance  him  to  an- 
other job  at  which  he  may  be  a  failure  or  merely  an  in- 
different success. 

Among  the  steps  taken  to  combat  the  numerous 
causes  which  combine  to  create  low  industrial  morale, 
greatest  progress  has  probably  been  made  in  elimi- 
nating failure  to  recogoize  merit.  Altho  most  enter- 
prises still  lack  a  poUcy  of  carefully  rewarding  merit,  a 
rapidly  increasing  nimiber  now  pursue  such  a  policy. 
Systematic  promotion  on  this  basis  is  fast  being  intro- 
duced, wage  poUcies  are  being  altered  so  that  individual 
rates  of  pay  are  raised  on  the  initiative  of  the  manage- 
ment whenever  a  worker  shows  himself  entitled  to 
more,  uid  the  practice  of  arbitrary  piece-rate  cutting 
is  being  gradually  abandoned.' 

>  nogrtm  i&  tbs  ibuidoiuaeBt  oi  Mbitniy  piaiiB  nU  euttiBC  has  bwm  IMM  Mti*- 
laotorr,  tor  often  tbs  ■buidoanwnt  tA  Out  polioy  a  nior*  nominal  than  tmI.  ConadtP- 
■bla  ubitniT  nta  euttlns  ia  don*  br  ililhtlj  "''«"i'"g  >  Job,  puttiiic  *  nnr  nU  on  U, 
•nd  mlttnt  it  >  nsir  Job. 


idb,Googk' 


INDUSTRIAL  MOBALS 


vn 


The  development  of  the  highest  d^^ree  of  interest  in 
the  job  and  the  keenest  sense  of  responsibiUty  for  the 
character  of  its  performance  presupposes  a  belief  that 
the  job  or  at  least  the  workman's  connection  with  his 
employer  is  more  or  less  permanent.  Hence  the  transi- 
tory and  precarious  nature  of  much  of  the  employment 
in  modem  industry  is  to  be  accounted  a  source  of  low 
industrial  morale.  Herein  appears  the  Edgnificance, 
from  the  standpoint  of  morale,  of  the  absence  of  ma- 
chinery for  the  adjustment  of  grievanceB,  and  of  the 
failure  either  to  protect  workmen  against  arbitrary  dis- 
charge by  provision  for  truly  judicial  inqiiiry  into 
alleged  cases  of  incompetency  or  misconduct,  or  to 
protect  workers  against  lay-off  by  regularization  of  pro- 
duction or  by  reduction  of  the  working  period  instead 
of  the  force  in  slack  times.  Healizing  that,  in  absence 
of  machinery  for  the  adjustment  of  grievances,  to  leave 
is  their  only  recourse  in  event  of  dissatisfaction  with 
conditions  of  employment  (barring  appeal  to  the  man- 
f^ement,  which  too  often  has  been  futile),  and  realizing 
also  that  they  may  at  any  time  lose  their  jobs  by 
discharge  or  lay-off,  workmen  are  discoursed  from 
regarding  their  employment  in  a  given  establishmait 
as  permanent,  from  looking  forward  to  an  extended 
career  in  the  estabUshment,  and  from  cherishing  hope 
of  advancing  by  meritorious  service  to  more  respon- 
able,  more  exacting,  and  better  payii^  work.  They 
inevitably  feel  the  shghter  degree  of  interest  in  their 
jobs  and  the  less  keen  sense  of  responability  for  thdr 
woriananship  which  arise  out  of  the  feeling  t^t  the 
work  is  likely  to  be  but  temporary. 
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VIII 

Most  important  of  all  in  creatii^  the  prevailing  low 
state  of  industrial  morale  is  the  workmen's  conception 
of  ihe  relationship  prevailing  between  themselves  and 
industry  —  the  feeling  on  the  part  of  wage  earners  that 
instead  of  industry  being  conducted  for  their  benefit  as 
well  as  for  the  benefit  of  the  stockholder,  it  is  devoted 
almost  exclusively  to  advancing  the  interests  of  the 
stockholders,  and  that  instead  of  workmen  being  a 
part  of  industry  and  insiderB  in  it,  they  are  outsidere 
whom  industry  is  not  interested  in  serving,  but  from 
whom  it  is  interested  in  getting  all  that  it  can. 

So  contradictory  to  the  non-wage  earner's  conception 
of  industry  is  that  of  the  workman  that  it  is  difficult  for 
non-wage  earners  to  appreciate  the  workman's  point  of 
view.  To  those  outsdde  the  wage  earning  class,  industry 
is  a  servant  —  a  tremendously  powerful  and  beneficent 
servant,  which  makes  posuble  our  relatively  high  stand- 
ard of  Uving.  The  non-wage  earner  compares  the  com- 
forts and  conveniences  of  the  present  day  with  those  of  a 
century  ago  and  realizes  that  it  is  modem  industry  with 
its  machines  and  technical  experts  which  makes  possible 
the  difference.  The  fact  that  industry  makes  possible 
the  existing  ways  of  living  is  to  him  its  distinguishing 
feature,  the  thing  which  determines  his  conception  (^ 
it  and  molds  bis  attitude  toward  it.  To  the  non-wage 
earner,  industry  before  everythii^;  else  is  a  servant  — 
the  efficient  servant  which  enables  him  to  live  as  well 
as  he  does. 

To  the  wage  earner  with  his  radically  different  conr 
tact,  industry  is  far  from  being  a  willing  and  efficient 
servant  to  which  he  should  be  grateful  for  mq.lring  pos- 
sible his  present  standard  of  hving  and  for  helping  him 
to  nuse  it.  The  workman  is  aware  of  the  constant  en- 
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deavor  of  industry  to  make  itself  more  efBcient.  He 
knows  of  the  elaborate  staff  of  operating  and  technical 
experts  which  industry  maintains  to  improve  machines 
and  processes,  to  discover  new  short  cuts,  and  to  ^leed 
up  the  men  —  all  for  the  sake  of  "more  production" 
and  "  lower  costs."  The  workman  realizes  to  Bome  extent 
the  zeal  and  persistency  with  which  these  experts  apply 
themselves  to  t^e  task  of  increasing  the  efficiency  of  in- 
dustry and  the  ingenuity  and  skill  which  they  display. 
But  the  workman  is  also  well  aware  that  the  object  of 
this  pursuit  erf  eflBciency  is  not  to  benefit  him.  He  knows 
that  industry  does  not  seek  efiBciency  in  order  to  pay 
higher  wages  or  to  grant  shorter  hours,  or  to  put  itself 
in  a  position  to  mitigate  the  severity  of  the  wage 
earner's  task.  He  knows  that  it  seeks  to  serve  one  in- 
terest and  one  interest  only.  It  seeks  to  be  more  efficient 
in  order  that  it  may  pay  higher  dividends.  Hence  the 
wage  earner,  unlike  the  non-wage  earner,  is  unable  to 
regard  industry  as  his  servant.  To  him  it  is  only  the 
servant  of  the  stockholders. 

The  workman,  however,  does  not  merely  observe  that 
industry  makes  no  positive  endeavor  to  advance  bis 
interests  (except  such  incidental  and  unimportant  assis- 
tance as  it  extends  in  the  form  of  "welfare  work").  ^ 
observes  that  in  the  case  of  each  of  the  three  principal 
pierequiffltes  to  the  attainment  of  a  richer  and  mote 
enjoyable  life,  more  money,  more  leisure,  and  rehef  from 
fatigue,  industry  pomtively  opposes  rather  tiian  aids 
him.  If  the  workman  desires  higher  wages  he  usually 
encounters  opposition.  If  he  desires  a  shorter  working 
period  he  likewise  finds  oppodUon.  Industry  has 
sought  to  maintain  the  ten  hour  and  even  the  twelve 
hour  day  and  in  scone  instances  the  seven  day  week.  It 
has  shown  little  interest  in  the  relief  of  fatigue  and,  in- 
stead of  seeking  to  lessen  the  severity  of  work,  has 
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Bought  constantly  to  increase  q)eed.  The  indirect 
effects  of  efficiency  upon  the  standard  of  life,  which  the 
economist  is  fond  of  stressii^,  the  wotianan  does  not 
see.  What  he  does  see  is  the  deliberate  hsA  conscious 
effort  of  industry  to  keep  wages  low  and  hours  loi^,  and 
to  increase  the  speed  of  work.  Hence  he  learns  to  see  in 
industry  not  a  servant  seeking  to  help  him  to  live  better 
but  a  master  seeking  to  dominate  him,  to  hold  him  down 
rather  than  to  help  him  advance,  an  obstacle  rather 
than  an  aid  in  his  struggle  for  a  better  life.  To  the  ques- 
tion, "What  does  industry  do  for  you  ?  "  the  non-wage 
earner  promptly  answers,  "Makes  posdble  my  high 
standard  of  Uving";  but  the  wage  earner  answers, 
"Works  me  as  hard  as  it  can,  pays  me  as  little  as  it  must, 
and  fires  me  if  I  kick." 

Consider  the  effect  of  the  workman's  conception  of 
industry  and  of  its  relation  to  him  upon  industrial 
morale.  What  could  be  better  calculated  to  destroy  his 
sense  of  obligation  toward  the  enterprise  by  which  he  is 
employed  and  his  willingness  to  cooperate  to  make  it 
successful  and  to  promote  its  prosperity,  than  the  f eelii^ 
that  it  is  seeking  to  dominate  and  use  him  rather  than  to 
serve  him,  that  it  is  working  against  him  rather  than  for 
him,  that  it  is  seeking  to  pay  him  as  Uttle  as  it  finds 
necessary,  to  prevent  his  wages  from  going  any  higher 
than  it  can  help,  to  keep  his  workii^  day  at  as  many 
hours  as  possible  and  to  get  more  and  more  out  of  him 
by  pushing  up  the  speed  of  the  work  7  If  one  party  to 
an  arrangement  seeks  to  give  as  little  and  to  get  as 
much  as  possible,  is  it  not  natural  for  the  other  party 
to  do  likewise  ?  No  one  would  expect  a  workman  who 
feels  that  his  employer  pays  the  bare  minimum  whicb 
economic  conditions  compel  him  to  pay  to  reciprocate 
by  doing  his  best  to  promote  the  interests  of  his  em- 
ployer.   Workers  cannot  be  expected  to  be  more  in- 
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terested  in  promotii^  the  prosperity  of  industry  than 
industry  is  in  promoting  the  prosperity  of  workmen. 
'When  industry  seeks  to  keep  wages  low  and  hours  long, 
when  it  consistently  resists  the  workmen's  efforts  to 
raise  their  standard  of  life,  workmen  cannot  be  expected 
to  be  interested  in  helping  to  make  profits  large.  The 
workman  fails  to  see  why  he  should  help  the  business 
man  make  money  when  the  business  man  is  not  helping 
him  to  make  money.  An  active  effort  on  the  part  of  the 
workmen  to  promote  the  prosperity  of  industry  can 
scarcely  be  expected  until  the  workmen  feel  that  indus- 
try is  a  friendly  rather  than  a  hostile  force;  xmtil  they 
believe  it  is  devoted  to  the  promotion  of  their  interests 
rather  than  the  explmtation  of  their  weakness;  until 
they  believe  it  is  interested  in  making  w^^  higher  not 
in  keeping  them  low,  in  making  hours  shorter  not  in 
keeping  them  long,  and  in  mit^ting  the  severity  of  the 
woik  not  in  enforcing  the  maviTmim  speed;  until  they 
believe  they  will  promptly  and  directly  share  in  any  in- 
crease in  the  prosperity  of  industry.  Wages  and  condi- 
tions of  labor  must  be  determined  by  the  same  principle 
by  which  dividends  are  determined  —  by  the  ahOity  of 
industry  to  pay  more  or  to  improve  conditions  not  by 
the  nece^xty  of  so  doing. 

This  appears  to  touch  the  crux  of  the  problem  of  in- 
dustrial mOTale.  Workmen  cannot  be  expected  to  feel 
the  TnaxiTpHTTi  interest  in  the  affairs  of  industry  and  the 
greatest  willingness  to  cooperate  in  order  to  promote  its 
prosperity,  unless  they  are  able  to  identify  themselves 
with  industry,  to  feel  tikemselves  to  be  a  part  of  it, 
inaders  in  it,  and  to  feel  also  a  sense  of  ownership  in  it. 
The  feeling  of  belonging  to  a  thing  appears  conmionly 
to  induce  a  feeling  of  ownership  toward  it.  They  can- 
not feel  themselves  to  be  a  part  of  indiistry  nor  in- 
dustry to  be  in  part  theirs,  unless  industry  is  devoted 
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in  a  substantial  measure  to  the  promotion  of  their  in^ 
terests,  unless  managements  strive  just  as  energetically 
to  raise  wages  as  ^ey  do  to  raise  dividends,  The  thing 
which  now  creates  a  gulf  between  the  men  and  industry, 
which  causes  them  to  feel  that  they  are  not  a  part  of  the 
enterprises  for  which  they  work  and  that  the  enterprises 
are  not  in  part  theirs,  is  the  fact  that  indufitrial  entei^ 
prises  are  devoted  prinuuily  or  exclusively  to  the  service 
of  the  stockholders,  often  at  the  expense  of  the  inter- 
ests of  the  men.  When  the  men  observe  how  com- 
pletely outside  tiie  piupoeea  of  business  enterprises  is 
the  promotion  of  their  interests,  they  cannot  escape 
feelii^  themselves  to  be  merely  outsiders. 

Suppose,  however,  that  the  elaborate  organizations 
which  the  worimien  now  see  devoted  so  exclu^vely 
to  the  interests  d  the  stockholders  were  conducted 
equally  for  the  ben^t  of  both  workmen  and  stock- 
holders, that  the  object  of  the  ceaseless  striving  after 
^ciency  and  lower  costs  were  just  as  mudb  the  paying 
of  h^er  wages  as  the  paying  of  higher  dividends,  and 
that  every  increase  in  profits  meant  just  as  much  an 
increase  in  wages  as  it  did  an.  increase  in  dividends.  In- 
stead of  feeling  themselves  mere  tools  employed  for  the 
profit  of  the  stockholders  the  men  would  be  able  to  feel 
that  industry  existed  as  much  for  them  as  for  any  one 
else,  that  industrial  enterprises  instead  of  beii^;  th^ 
masters,  attempting  to  get  as  much  ovi  of  them  as  pos- 
sible, were  their  servants  attempting  to  produce  as 
much /or  them  as  possible.  Kuowii^  that  industry  was 
being  conducted  as  much  for  their  benefit  as  for  the 
ben^t  of  the  stockholders,  the  workmen  would  be  able 
to  feel  that  industry  in  part  belonged  to  them  and  that 
they  were  a  part  of  it.  They  would  feel  themselves  to 
be  indders  and  would  feel  the  interest  in  the  affairs  of 
industry  and  the  respondbility  for  its  prosperity  which 
an  indder,  as  contrasted  with  an  outfflder,  feela. 
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IX 


From  the  foregoii^  it  appears  that  if  co6peration  ia  to 
be  obtained  in  industry  it  must  be  mutual,  that  labor 
cannot  be  expected  to  give  its  best  effort  to  industry 
until  industry,  instead  of  being  the  servant  of  capital 
and  the  master  of  labor,  is  the  joint  servant  of  them 
both,  devoted  equally  to  the  advancement  of  the  in- 
terests of  each.  But  the  question  may  be  asked  does  not 
this  imply  the  necesdty  of  a  fimdamental  change  in  in- 
dustrial organization  ?  If  industry  is  to  be  made  as 
much  the  servant  of  labor  as  of  capital,  and  if  labor  is  to 
share  just  as  directly  in  the  increased  prosperity  or 
efficiency  of  industry  as  does  capital,  must  not  labor 
share  equally  with  capita  in  the  control  of  industry  ? 
The  answers  to  these  questions  must  probably  be  in  the 
affinnative.  Industry  caimot  be  expected  to  be  ad- 
ministered as  much  in  the  interest  of  labor  as  of  capital 
unless  labor  participates  on  a  somewhat  equal  basis 
with  capital  in  the  administration  of  industry. 

Hence  the  problem  of  industrial  morale  appears  to  be 
in  a  substantial  degree  a  problem  of  industnal  organi- 
zation. The  present  form  of  industrial  organization, 
which  leaves  labor  on  the  outside  as  regards  share  in 
control  and  direct  participation  in  prosperity,  renders 
it  inevitable  that,  barring  the  employees  of  a  few  al- 
truistic employers,  the  workmen  shall  feel  that  they  are 
Eomply  outsiders  used  for  the  benefit  of  industry.  Henoe 
the  present  form  of  industrial  organization  must  itself  be 
counted  among  the  causes  of  low  industrial  morale ;  and 
a  change  in  the  organization  of  industry  must  be  re< 
garded  as  among  the  prerequisites  to  the  solution  of  the 
problem  of  industrial  morale. 

It  is  impossible  in  this  paper  to  discuss  the  compli- 
cated problem  of  industrial  organization.   It  is  enough 
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to  emphasize  the  intimate  relationship  prevailing  be- 
tween the  problem  of  industrial  morale  uid  the  problem 
of  industrial  organization.  Industry  cannot  afford  to 
have  such  an  important  factor  as  labor  on  the  outside. 
The  better  organized,  the  more  powerful  and  aelf- 
consciouB  labor  becomes,  the  less  can  industry  afford  it. 
As  the  importance  of  labor's  codperation  becomes  more 
^parent,  the  more  apparent  will  become  the  desira- 
bility of  making  labor  an  insider  in  industry  with  a  cor- 
responding voice  in  its  direction.  The  admission  of 
labor  to  a  full  share  in  the  administration  of  industry 
is  not  likely  to  come  except  by  a  slow  evolutionary 
process,  but  the  need  of  tabor's  codperation  may  be 
expected  to  be  one  of  the  principal  forces  impelling 
changes  in  industrial  organization  and  shaping  its 
future  form. 

SuuNER  H.  Slighter. 
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iaation,  96.  —  Administration,  97.  —  Futidpation  b^  miners,  103.  — 
Conchttion,  106. 

I.  Inteioddctoht 

It  is  rather  more  than  a  year  since  the  distinguished 
jui^  who  presided  over  the  British  Coal  Industry 
Comniissioti  surprised  the  public  by  recommending 
Uiat  the  coal  mines  of  Great  Britain  should  be  trans- 
ferred to  the  ownership  of  the  state.  In  the  interval 
which  has  since  elapsed,  "nationalization,"  clothed 
with  all  the  splendor  and  terrors  of  a  policy  which 
few  Mther  of  its  opponents  or  defenders  have  pre- 
cisely defined,  has  become  a  watchword  of  almost 
mystical  significance,  and  the  question  of  poUcy  has 
aroused  too  rough  a  sea  for  the  timid  bark  of  scientific 
inquiry  to  put  out  of  port.  The  storm  was  to  be  ex- 
pected. When  interests  so  large  and  so  sensitive  are 
concerned,  when  the  precedents  which  may  be  created 
are  so  far-ieachii^,  no  recommendations  which  are  not 
nicely  trimmed  to  catch  the  wind  can  hope  to  find  a 
smooth  passage.    Nor  is  it  for  one  who  was  compelled 
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to  see  continuou^y  and  at  first  hand  the  complexities 
of  the  problem  to  feel  any  surpriae  that  others  should 
come  to  conclusions  different  from  his  own,  or  any  re- 
gret that  they  should  express  them  with  all  the  empb&- 
os  at  their  command. 

He  may  be  permitted,  however,  to  think  it  unfortu- 
nate that  the  issues  raised  should  have  been  discussed 
from  every  angle  but  that  of  ihe  student.  After  all, 
it  is  by  the  addition  that  it  makes  to  knowledge  that 
such  an  investigation  as  that  conducted  by  the  Coal 
Commisdon  has,  in  the  long  run,  its  greatest  effect. 
Whatever  may  be  thought  of  the  fiTirfingn  of  the  Com- 
misEQon,  most  candid  observers  will  admit  that  the 
three  bulky  volumes  in  which  its  proceedings  are  con- 
l  tained  possess  from  tiie  point  of  view  of  the  inquirer 
J  two  merits.  In  the  first  place,  they  ^ve  the  most 
exhaustive  analysis  hitherto  offered  of  the  economic 
and  social  conditions  in  what  is,  in  some  fundamental 
respects,  the  most  important  of  British  industries.  The 
evidence  of  Sir  Artiiur  Lowes  Dickinson,  Dr.  Stamp, 
Sir  Ernest  Clark,  and  Sir  Richard  Redmayne — to  mix- 
tion only  four  out  of  a  long  list  of  official  witnesses — 
gives  a  concrete  and  quantitative  picture  of  the  work- 
ing of  the  industry,  the  capital  invested,  the  profits 
earned  and  royalties  paid,  the  movements  of  wages, 
output  of  coal  and  prices,  the  various  elements  of  cost 
which  t(^ther  make  up  the  price  to  the  consumer,  the 
organization  of  the  industry  from  the  pioneer  company 
which  bores  for  coal  to  the  trolleyman  who  delivOTS  it 
to  a  household  in  the  east  end  of  London,  such  as  is 
available  for  hardly  any  other  industry. 

Li  the  second  place,  the  effect  of  the  Commission's 
inquiries,  and,  still  more,  of  the  chairman's  reporii,  has 
been  to  bring  certain  large  proposals  out  of  the  realm 
of  abstract  generalities  and  to  reduce  them  to  a  series 
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oS  ccmcrete  propoationB  with  regard  to  which  some  in- 
tell^ent  judgmeat  can  be  formed.  "  Nationalization," 
"public  ownership,"  "individual  enterprise,"  "workers' 
control,"  "industrial  democracy" — these  are  pfaraaea 
out  of  which  controvernalists  appear  able  to  construct 
ather  heaven  or  hell.  But  the  first  condition  of  reason- 
able discussion  is  that  it  should  be  known  exactly 
what,  whether  good  or  bad,  their  significance  is.  That 
task,  at  any  rate,  the  Coal  Industry  Commission,  with 
all  its  shortcomings,  did  accomplish.  When  it  b^an 
its  labors,  "nationalization"  and  "private  enterprise" 
could  still  be  discussed  as  though  each  stood  for  one 
type  of  organization  and  one  alone.  As  the  inquiry 
proceeded  it  became  evident  that  the  posmbilities  were 
too  complex  and  various  to  be  summarized  under  these 
abstract  antitheses.  On  the  one  hand,  assumii^  that 
the  private  ownership  of  mines  were  retained,  it  was 
necessary  to  conEdder  whether  it  should  be  as  imre- 
8trict«d  as  in  1914,  or  limited,  as  during  the  war,  by 
the  supervision  of  a  Public  Department,  or  transferred 
(as  Sir  Arthur  Duckham  proposed)  from  the  numerous 
individual  companies  existing  today  to  a  few  large 
statutory  corporations  —  to  ask,  in  short,  how  much 
private  ownership?  and  private  ownership  of  what 
kindf  On  the  other  hand,  if  it  appeared  expedient 
that  the  ownership  of  tiie  mines  should  be  vested  in  the 
state,  it  was  still  necessary  to  decide  upon  what  system 
they  should  be  administered.  Directiy  that  question 
was  rused,  it  became  apparent  that  the  public  owner- 
ship of  mines  was  compatible  with  a  considerable  variety 
of  schemes  of  management.  So  far  indeed  was  "  nation- 
alization "  from  being  a  self-explanatory  formula  that  at 
least  half  a  dozen  different  systems  of  administration 
were  submitted  in  evidence  to  the  CommisBion.  Man- 
agement  might  be  centralized  or  decentralized.    The 
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constitution  of  the  industry  might  be  "unitary"  or 
"federal."  The  authorities  to  whom  it  was  entrusted 
mi^t  be  composed  predominantly  of  consumers,  or  of 
the  working  personnel,  or  of  state  officials,  or  of  all 
tiiree  in  different  proportions.  Executive  work  might 
be  placed  in  the  hands  of  the  ordinary  civil  service,  or 
a  new  service  might  be  created,  with  its  own  rules  oi 
training,  recruitment,  promotion  and  procedure.  The 
industry  might  be  subject  to  Treasury  control,  or  it 
might  be  financially  autonomous. 

To  discuss  the  relative  advantages  of  private  owner- 
ship and  nationalization,  without  defining  what  par- 
ticular type  of  each  is  the  subject  of  reference,  is  today 
as  unhelpful  as  to  approach  a  modem  political  problem 
in  terms  of  the  Aristotelian  clasdfication  of  constitu- 
tions. Not  the  least  of  the  merits  of  Mr.  Justice 
Sankey's  report  was  that,  by  stating  in  great  detiul 
the  type  of  organization  which  he  recommended  for 
the  coal  industry,  he  imported  a  new  precision  and 
reahty  into  the  whole  discusdon.  Whether  his  par- 
ticular conclusions  are  accepted  or  not,  it  is  from  the 
baas  of  clearly  defined  proposals  such  as  his  that  the 
future  discusdon  must  start.  The  abstract  dialectics 
as  to  "enterprise,"  "initiative,"  "bureaucracy,"  "red 
tape,"  "democratic  control,"  "public  service"  which 
during  the  last  year  have  filled  the  press,  and  of  which 
some  writers  who  should  have  known  better  have  not 
been  wholly  innocent,  really  belong  to  the  dark  ages  of 
economic  thot^t.  The  task  of  economists,  whatever 
their  personal  views  as  to  policy,  is  to  restore  sanity 
by  insisting  that,  instead  of  the  argument  being  con- 
ducted with  the  coimters  of  a  highly  inflated  and  rajudly 
depreciating  verbal  currency,  the  exact  situation,  in  so 
far  as  is  possible,  shall  be  stated  as  it  is;  uncertainties 
(of  which  there  are  many)  shall  be  treated  as  uncert^n; 
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and  the  precise  meaning  of  alternative  proposals  shall 
be  strictly  defined.  They  may  not  find  a  solution. 
They  will  at  least  do  something  to  create  the  temper  in 
which  alone  a  reasonable  solution  can  be  sought. 


II.    The  Obganization  of  the  Industbt 
(a)  Before  the  War 

Judged  merely  by  the  magoitude  of  its  operations, 
the  number  of  workers  employed,  the  value  of  the  out- 
put produced,  and  the  amount  of  capital  invested,  the 
coal  industry  has  been  for  the  last  thirty  years  the  most 
important  of  British  industries  except  agriculture. 
Judged  by  its  place  in  the  economic  life  of  the  com- 
munity, and  by  the  dependence  upon  it,  not  only  of  the 
comfort,  but  of  the  whole  industrial  activity  of  the  na- 
tion, it  is  eafflly  the  most  important  of  all.  Under  the 
industrial  system  which  has  grown  up  in  the  last  cen- 
tury and  a  quarter,  coal  is  quite  literally  the  founda- 
tion of  British  wealth.  It  is  the  magnet  which  draws 
raw  materials  from  the  ends  of  the  earth,  the  raw  ma- 
terial which  enters  into  the  cost  of  every  manufacture, 
and  the  export  which,  by  saving  ships  from  going  out 
in  ballast,  cheapens  imports  and  contributes  to  the 
expansion  of  British  shipping. 

To  understand  the  problem  with  which  the  Com- 
mission was  faced  it  is  necessary  to  know  in  outline 
how  this  great  industry  is  at  present  carried  on.  The 
proved  coal  resources  of  the  coimtry,  in  seams  of  one 
foot  and  more  in  thickness,  were  stated  by  the  Com- 
mission  which  reported  in  1905  to  be  100,914,000,000 
tons  above  the  depth  of  4,000  feet,  and  5,239,000,000 
tons  below  the  depth  of  4,000  feet.  They,  or  those  of 
them  which  are  worked,  are  the  property  of  some 
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3,789  separate  owners,  including  individuals,  finns, 
and  companies,  the  total  income  derived  from  them 
in  roydties  being  £5,960,365.  The  mineTfds  are  leased 
by  the  owners  to  about  1,452  lessees  —  the  "mine- 
owners  "  —  of  whom  the  most  important  are  limited 
companies,  and  who  work  them  through  3,129  coal 
mines  situated  in  a  dozen  different  coal  fields  and  or- 
ganized in  22  different  districts.  The  capital  invested 
in  cofd  mines  was  estimated  as  £135,000,000  in  1914, 
and  the  ntmiber  of  shiu^holders  as  37,316  in  companies 
eng^^  in  coal-mining  only,  and  94,723  in  companies 
engaged  in  cotd-mining  and  allied  industries;  figure 
which,  however,  in  all  probability  contain  numerous 
duplicates.  The  total  number  of  workers  ei^f^ed  in 
the  industry  had  grown  rapidly  in  the  twenty  years 
preceding  the  war.  From  1894-^  it  averaged  680,800 ; 
in  1908,  it  was  972,232,  and  in  1914,  1,110,884.  The 
increase  in  the  total  output  of  coal  had  been  equally 
remaricable.  From  1894r-98  it  averaged  195,500,000 
tons;  in  1908  it  was  261,500,000  tons;  in  the  five 
yeara  from  1909-13  inclusive  it  avenged  within  a 
fraction  of  270  million  tons.  At  the  same  time,  with 
the  exhaustion  of  the  more  easily  available  coal  and 
with  the  deeper  workii^  thus  made  necessary,  the  out- 
put per  worker  had  fallen:  from  1894-98,  it  averaged 
286  tons,  from  1909-13,  257  tons.  There  is  no  founda- 
tion, of  course,  for  the  comparison  sometimes  made 
between  the  average  output  of  a  miner  in  Great  Britain 
and  that  of  a  miner  in  the  United  States.  One  might 
as  reasonab^r  compare  the  timber  produced  in  this 
country  witii  that  obtained  from  the  virgin  forests  of 
America.  In  the  United  States  much  coal  is  still  ob- 
tained from  shallow  working.  In  Great  Britun  it 
must  be  laboriously  won  after  elaborate  engineering 
operations  by  men  who  not  only  descend  as  deep  as 
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2000  to  3000  feet  below  the  surface,  but  who,  when 
Vbey  are  underground,  must  walk  one,  two,  or  even 
three  miles  to  reach  the  coal  face. 

What  becomes  of  the  coal  when  it  is  raised  ?  About 
6  per  cent  is  consumed  by  the  collieries  themselves. 
The  remainder  is  carried  in  small  consignments  and 
almost  entirely  by  rail  (for  the  caaal  and  the  coasting 
traffic  are  ii^ignificant)  to  the  principal  distributing 
centers,  in  some  1,400,000  to  1,500,000  wagons,  of  which 
800,000  are  estimated  to  be  the  property  of  the  railway 
companies,  and  the  remaining  600,000  to  700,000  the 
property  of  more  than  a  thousand  separate  collieries 
and  merchants,  each  of  whom  reserves  its  own  truclcs 
for  its  own  use.  On  reaching  the  distributing  centers, 
the  coal  is  allocated  to  one  of  three  main  uses.  Of  iJhe 
287,430,000  tons  nused  in  1913,  73,400,000  tons  were 
used  for  bunker  or  for  export,  and  214,030,000  tons 
were  consumed  in  this  country,  of  which  rather  more 
than  three-quarters  were  used  for  industrial  purposes, 
and  rather  less  than  a  quarter  went  to  supply  the  needs 
of  the  householder.  Before,  however,  coal  used  for 
domestic  consumption  reaches  the  actual  consumer,  it 
passes  throi^  the  hands  of  a  series  of  agencies.  Thus, 
of  the  8,000,000  tons  annually  consumed  in  London  (if 
the  London  County  Coimcil,  cooperative  societies, 
hosintals,  and  other  public  purchasers  are  omitted)  a 
good  part  is  (a)  sold  by  the  colliery  to  a  factor;  (b)  sold 
by  the  factor  to  a  merchant;  (e)  sold  by  the  merchant 
to  the  consumer,  or  in  some  cases  to  a  dealer,  who  sells 
it  to  the  consumer.  Not  all  these  stages  are  gone 
through  in  every  case.  The  distributive  agencies  are,  i 
however,  very  nimierous.  According  to  the  evidence 
supplied  to  the  Coal  Industry  Commission,  the  number 
of  factors  in  the  country  is  apprcndmately  1500,  and 
the  number  of  retail  distributors  27,000  to  28,000. 
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The  system  in  operation  before  the  war,  then,  was 
one  under  which  some  1500  companies  got  about 
270,000,000  tons  of  coal  from  some  3200  pita  and  sold 
it  to  numerous  distributors  for  the  best  price  they  could 
get,  while  the  distributors  in  turn  sold  it  to  each  other 
or  to  the  consumer  and  ehfo^ed  what  price  they  could 
extract  by  the  h^lii^  of  the  maricet.  Competition 
between  colliery  companies  was  probably  as  free  as  it 
ever  is  between  any  producers,  and  freer  than  it  is  be- 
tween most.  Various  attempts  at  combination  had 
been  made  in  the  past,  in  order  to  eliminate  waste  and 
mMnf.ftin  prices.  Frior  to  the  war,  as  at  the  present 
'  day,  local  rii^  of  coUiery  companies  settled  the  price 
to  be  charged  from  time  to  time  in  particular  markets, 
so  as  to  avoid  underselling  each  other;  there  were  agree- 
ments, formal  or  informal,  between  merchants;  some 
markets  were  dominated  with  greater  or  less  complete- 
ness by  a  few  laige  distributors;  and,  of  course,  as  far 
as  questions  of  wages  and  conditions  of  labor  were  con- 
cerned, the  mine  owners  were  strongly  organized  in 
their  local  associations,  and  in  the  Mining  Association 
of  Great  Britain.  But  tho  particular  combines  had  been 
established,  all  the  plans  for  comprehensive  amalgama- 
tion, whether  by  districts  or  nationally,  which  had 
from  time  to  time  been  mooted,  had  broken  down.  In 
not  a  few  cases,  indeed,  even  the  most  obvious  and  es- 
sential schemes  of  co5peration,  with  regard  for  example 
to  the  diaim^  of  wateivlogged  areas,  had  been  frus- 
trated. 

(b)  Cmfrwl  during  the  War 

On  this  system  came  the  war,  and  the  war  brought 

the  coal  industry,  as  it  brought  other  industries,  into 

a  new  relation  to  the  state.    The  principal  legislation 

affecting  it  has  in  the  past  conmsted  of  (a)  tlie  Coal 
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Mines'  R^ulation  Acts,  of  which  the  first  was  passed 
in  1842  and  the  last  in  1911,  and  which  were  concerned  \ 
mainly  with  safety;  (b)  the  so-called  Miners'  Eight  ' 
Hours  Act  of  1908;  (c)  the  Miners'  Minimum  Wage 
Act  of  1912.  From  1915  onwards,  the  whole  position 
was  changed.  A  new  system  of  regulation  was  intro- 
duced, which  had  as  its  objects  (a)  to  secure  the  main- 
tenance and  increase  of  the  output  of  coal,  which  was 
tiireatened  by  the  immense  scale  on  which  the  mine- 
workers  enlisted,  (b)  to  control  the  export  of  coal, 
partly  for  economic,  partly  for  political  and  diplomatic 
teasons,  (c)  to  protect  the  home  consumer  i^ainst 
famine  prices,  (cO  to  secure  the  most  economical  dia- 
tributitm  of  coal  between  different  parts  of  the  country, 
(e)  to  prevent  the  interruption  of  the  industry  by  dis- 
putes, (/)  to  keep  the  less  remunerative  collieries  at 
woi^  by  subsidizing  them  from  a  levy  imposed  on  the 


The  qrstem  of  control  did  not  reach  its  final  form  until 
1918.  Then  a  "profits  standard"  was  fixed  for  each 
undertaking,  not  based,  as  might  have  been  expected, 
on  its  average  profits,  but  (at  the  option  of  the  mine 
owner)  on  either  the  beet  two  out  of  three,  or  on  the 
beet  four  out  of  six,  of  the  years  before  the  war;  the 
noine  owner  retaining  the  right  to  substitute,  if  he 
thought  fit,  a  profit  of  9  per  sent.  These  profits  were 
gjuaranteed  by  the  state,  subject  to  proportionate  re- 
ductions for  reduced  output.  The  excess  was  subject 
to  two  deductions,  (a)  the  Excess  Profits  Duty,  which 
amounted  to  50  per  cent  in  1915,  60  per  cent  in  1916, 
and  80  p^  cent  in  1917;  (6)  a  deduction  of  15  per 
cent,  from  the  profits  of  collieries  making  above  the 
"profits  standard,"  to  be  paid  to  collieries  falling  be- 
low it.  In  1914,  therefore,  collieries  retained  all  their 
excess  profits,  in  1915,  50  per  cent;   in  1916,  40  per 
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cent;  in  1917,  20  per  cent;  and  in  1918,  5  per  cent. 
The  "pooling"  of  profits,  of  which  more  will  be  said 
below,  was  thus  to  a  slight  extent  adopted. 

Five  per  cent  may  seem  a  small  "excess"  to  be  re- 
tained by  the  coal  owners.  But  that  figure  does  not 
tell  the  whole  story.  The  "profit-standard"  was  set 
at  an  extremely  g^ierous  level.  The  years  immediately 
preceding  the  war,  on  which  the  standard  was  based, 
were  abnormally  pro^wrous;  the  choice  given  to  the 
mine  owner  of  the  basiB  enabled  him  to  select  that  most 
favorable  to  himself;  while  even  of  the  sum  taken  from 
him  part  went,  not  to  the  public,  but  to  protect  other 
mine  owners  against  loss.  Nor  must  it  be  forgott^i 
that  prior  to  1918  a  much  larger  proportion  <rf  the 
excess  profits  than  five  per  cent  was  left  to  the  coal 
owners.  It  is  not  surprisir^,  therefore,  that  the  share- 
holders in  coal  mines  should  h&ve  reaped  a  golden 
harvest  during  the  war.  In  the  five  years  up  to  and  inr 
dudir^  1913,  profits  (exclusive  of  royalties)  averaged 
£13,100,000.  The  standard  fixed  by  allowing  the  mine 
owners  to  retain  the  profits,  not  of  the  aven^  but  of 
the  most  favorable,  years  before  the  war,  was  actuaUy, 
as  the  government  has  recently  told  the  House  of  Com- 
mons, £22,000,000,  and  they  paid  the  excess  profits 
duty,  not  on  the  sum  by  which  the  war  profits  exceeded 
the  average  pre-war  profits,  but  on  the  amount  by 
which  they  exceeded  the  standard  of  £22,000,000.  In 
1914,  when  there  was  no  excess  profits  duty,  profits  (ex- 
clusive of  royalties)  were  £15,500,000.  In  1915,  when 
the  excess  profits  duty  was  80  per  cent,  they  were  act- 
uaUy £37,800,000. 
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III.  The  AliiBqed  Waste  and  ExTEtAVAaANCS 
OF  THE  Existing  Stbtgm 

It  was  this  system,  private  enterprise  as  modified  by 
a  somewhat  hastily  created  superstructm«  of  control, 
which  came  imder  the  review  of  the  Coal  Industry 
Commission.  The  occamon  of  its  appointment  was  a 
demand  by  the  Miners'  Federation  for  a  30  per  cent 
advance  in  earnings  (exclusive  of  the  3a.  war  wage),  for 
thesubstitutionof  the  word  "six  "for  the  word  "eight" 
io  the  so-called  "eight-hours"  act  of  1908,  and  for  the 
iiati<Hialization  of  mines  and  minerals.  Appointed 
under  an  act  of  Fariiament  which  conferred  unusually 
wide  powers,  the  Commisaion  consisted  of  a  judge  of 
the  High  Court,  Mr.  Justice  Sankey,  as  chairman,  three 
mine  own»«,  three  miners,  three  business  men  not 
directly  connected  with  the  mining  industry,  and  three 
economists.  On  March  20, 1919,  it  product  its  reports 
on  w^^  and  hours.  That  of  the  chairman  and  of  the 
three  busdness  men  who  signed  it  with  bim  declared 
that  "even  on  the  evidence  already  given  the  present 
system  of  ownership  and  working  in  the  cofd  industry 
stands  condemned,  and  some  other  system  must  be 
substituted  for  it,  either  nationalization  or  a  method  of 
unification  by  national  purchase  and/or  joint  control"; 
it  recommended  an  advance  in  wages  of  2a.  per  shift 
for  adults  and  la.  per  shift  for  boys,  the  substitution 
of  the  word  "seven"  for  the  word  "eight"  in  the  act 
of  1908,  and  a  further  reduction  of  hours  to  ox  after 
July  13, 1921 ,  "subject  to  the  economic  poation  of  the  in- 
dustry at  the  end  of  the  year."  The  three  mine  owners 
recommended  an  advance  of  w^es  by  la.  M.  per  day 
for  adults  and  9d.  for  boys,  and  a  reduction  of  hours  to 
seven.    The  ax  other  members  of  the  Commisedon  re- 
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ported  in  favor  of  granting  the  miners'  demands,  and 
argued  that,  were  the  production  and  distribution  of 
coal  more  effectively  organized,  this  concession  need 
not  entail  any  additional  burden  on  the  consumer. 
The  reports  on  the  question  of  nationalization  ap- 
peared on  June  20.  Mr.  Justice  Sankey  recommended 
that  mines  and  minerals  be  acquired  by  the  state, 
and  accompanied  his  proposal  with  a  carefully  worked 
out  scheme  of  decentralized  administration.  With  this 
report  six  other  members  of  the  Commission,  the  three 
minera  and  three  economists,  expressed  general  agree- 
ment. Sir  Arthur  Duckham  presented  a  separate  re- 
port, advising  the  acquisition  of  minerals  by  the  state 
and  the  unification  of  mines  in  the  hands  of  lai^  statu- 
tory coal  corporations.  The  three  mine  owners  and 
two  bunness  men  reconmiended  the  nationalization  of 
minerals,  but  were  opposed  to  either  the  nationaliza- 
tion or  the  unification  of  mines.  Their  proposal  was,  in 
essence,  the  application  to  the  coal  industry  of  a  sdieme 
of  "Whitley  Coimcils." 

Since  the  appointment  of  the  Commisraon,  tho  not 
demanded  by  the  miners,  was  made  as  a  result  of 
claims  which  they  had  advanced,  it  is  not  unnatural 
Uiat  the  reader  who  is  familiar  with  its  proceedings 
only  through  the  press  and  has  not  read  the  evidence 
submitted  to  it,  should  assume  that  Mr.  Justice  Sanr 
key's  report  was  inspired  principally  by  a  demre  to 
avert  a  serious  industrial  conflict  by  conceding  the 
substance  of  the  miners'  contentions.  That  view  is 
based  on  a  mistaken  impression  of  what  actually 
occurred.  No  doubt  the  wishes  of  the  miners  with  re- 
gard to  the  future  of  their  profesdon  are  a  factor  of 
primary  importance  in  reaching  a  conclusion  as  to 
policy.  One  cannot  achieve  efficiency  by  imposing 
upon  them,  any  more  than  upon  doctors,  imivermty 
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teachers,  or  any  other  body  of  pFOfessional  men  a  form 
of  OTsanizatlon  which  does  not  command  their  confi- 
dence. But,  tho  th^  views  are  an  important  element, 
they  are  only  one  element,  in  a  problem  which  aSects 
the  whole  community.  Nor  was  it  evidence  submitted 
by  the  miners  which  occupied  the  greater  part  of  the 
time  of  the  Commisdon,  or  which  made  the  deepest 
impression  upon  its  members,  instructive  tho  much  of 
it  was.  What  actually  happened  was  what  might  have 
been  forseen.  The  Commission  started  to  find  out 
what  were  the  groimds  (if  any)  for  conceding  or  reject- 
ing the  miners'  demands  as  to  wages  and  hours,  and 
what  the  effect  of  their  decision  was  likely  to  be  on  the 
coal  industry,  the  industries  dep^kdent  upon  it,  and 
the  housdiold  consumers.  To  answer  those  questions 
it  had  necessarily  to  obtun  much  information  as  to  the 
existing  organization  boUi  of  the  extractive  and  dis- 
tributive side  of  the  indiistry,  the  cost  of  getling, 
transporting  and  distributing  coal,  and  the  existing 
level  of  wages,  royalties  and  profits.  Indeed,  out  of 
the  414  pages  which  form  the  first  volimie  of  the 
minutes  of  evidence,  the  first  114  consist  of  statements 
largely  financial  and  statistical,  (m  questions  of  fact 
obtained  from  officials  like  Sir  Arthur  Lowes  Dickinson 
of  the  Coal  Controllers'  Department,  and  Dr.  Stamp, 
assistant  secretary  to  the  Board  of  Inland  Revenue. 
Their  evidence  revealed  defects  in  the  conduct  of  the  ' 
industry  which,  quite  apart  from  the  wishes  of  thej 
miners,  appeared  to  call  on  public  grounds,  and  in  par- 
ticular for  the  sake  of  the  consumer,  for  racten^ve  re- 
forms. 

The  two  witnesses  who,  whether  intentionally  or  not, 
did  most  to  convince  the  chairman  and  the  business  men 
who  signed  his  first  report,  that  "the  present  system  of 
ownership  and  working  stands  condemned,"  were  Sir 
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Arthur  Lowes  Dickinson  and  Sir  Richard  Redmayne. 
The  former  is  in  private  life  a  member  of  a  well-known 
firm  of  chartered  accountants;  the  latter  was  formerly 
a  director  and  mana^r  of  collieries,  then  professor  of 
mining  at  Birmingham,  Chief  Inspector  of  Mines  imder 
the  Home  Office  and  Chief  Technical  Adviser  to  the 
Goal  Controller.  The  first  point  which  emerged  from 
the  evidence  of  Sir  Arthur  Lowes  Dickinson  was  a 
simple  one.  It  was  the  suggestion  that  conmder^le 
financiid  extravagance  was  involved  in  allowii^  the 
differential  profits  of  superior  mines  to  pass  into  the 
pockets  of  private  shareholders.  This  criticism  was 
not  directed  merely  or  mainly  against  the  mineral 
owners,  who  (with  a  few  exceptions)  perform  no  posi- 
tive or  constructive  function  in  the  industry.  The 
private  ownership  of  minerals  (as  distinct  from  mines) 
was,  indeed,  declared  highly  objectionable  by  several 
experts  on  account  of  its  effect  in  causing  coal  to  be 
wasted  in  barriers  between  separate  properties,  in  pre- 
venting some  coal  from  being  worked  alt<^ether,  and 
in  obstructii^  the  most  economical  planning  and  ex- 
ploitation of  the  coal  field.  But  the  private  ownership 
of  the  coal,  tho  highly  important  from  a  technical  pcnnt 
of  view,  is  financially  a  bagatelle.  Tho  some  twelve 
'  proprietors  appear  to  receive  from  royalties  an  income 
of  over  £50,000  a  year  each,  the  totid  revenue  of  the 
whole  3789  was  in  1918  only  £5,960,365.  In  fact,  owing 
to  Uie  system  on  which  minerals  are  leased,  the  main 
beneficiaries  of  the  "rent"  derived  from  working  par- 
ticularly rich  or  advant^eously  situated  seams  of  coal 
are  not  the  landlords  who  own  t^e  soil,  but  the  colliery 
companies  who  own  the  mines. 

A  good  deal  of  the  evidence  of  Sir  Arthur  Lowes 
Dickinson  was  directed  to  explaining  the  edgnificance 
of  that  surplus  for  the  economics  of  the  industry.    It 
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appears  to  be  considerable.  The  cost  of  gettii^  coal 
varies  greatly  from  pit  to  pit  and  from  district  to  dis- 
trict. According  to  figures  relating  to  the  quarter 
ending  September,  1918,  out  of  458  mines,  164  pro- 
duced at  a  cost  (including  royalties,  w^es,  and  bonus) 
of  between  12«.  6d.  and  20s.  per  ton,  211  at  a  cost  of 
between  20s.  and  25s.,  and  the  remaining  83  at  a  cost 
ranging  from  258.  to  (in  one  case)  498.  6d.  per  ton. 
These  differences  are  due  in  part,  no  doubt,  to  differ- 
ences of  man^ement.  But  they  are  principally  due 
to  natural  causes,  the  position  and  character  of  the 
seams,  the  prraence  or  absence  of  faults  and  water, 
the  proximity  to  or  distance  from  railway  centers  and 
ports,  and  a  hundred  varying  causes  ari^ng  from  cir- 
cumstances quite  independent  of  the  character  of  the 
management.  The  price  of  coal  must  necessarily,  how- 
ever, be  h^  enough  to  cover  the  cost  c^  getting  it 
under  the  least  favorable  conditions,  or  the  weakest 
pits  will  close  and  the  price  will  rise.  The  result  is  that 
the  fortunate  shareholders  in  the  more  favorably  cir- 
cumstanced collieries,  which  sell  at  the  same  price  but 
produce  at  lower  costs,  receive  a  surplus,  arising  not 
from  any  special  skill  of  management  but  from  the 
fact  that  they  have  obtained  access  to  specially  profit- 
able natural  resources.  A  price  which  just  enables  pits 
In  (say)  the  Forest  of  Dean  to  pay  their  way,  brings  a 
fortune  to  shareholders  in  (say)  the  Powell  Duffryn 
Steam  Coal  Company,  or  in  the  Manvers  Miun,  or  in 
the  Fife  Coal  Company.  Wliat  this  means  is  shown  by 
the  table  on  page  76.  It  will  be  observed  that  while  8 
per  cent  of  Uie  output  represented  in  this  table  was 
produced  at  a  loss,  more  than  60  per  cent  —  nearly 
two-thirds  —  was  produced  at  a  profit  of  Ss.  per  ton 
and  over,  and  more  tiian  a  quarter  at  a  prc^t  of  over 
5«.  per  ton. 
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Produced  at  a  low 

TcnniiO 

3,11«.93» 

8.0  per  cent 

Produced  at  a  profit 

Under  1>.  per  ton 

3.203,774 

8.3 

1*.  to   3«.      '        .... 

8,489,131 

21.8 

3«.  to    5«.      "        .... 

12,972,083 

32.8 

6«.  to   7«.      "       

6,361,998 

13.7 

7».  to   9«.      "       .... 

3,780,779 

9.6 

to.  to  12..      "        .... 

1,602,957 

4.1 

12*.  to  16».  Od.  per  ton  . 

867,939 

.9 

38,878,600 

The  su^sestion  which  was  favored  by  the  advocates 
of  unification  (whether  wiUi  or  without  state  owners 
ship),  and  which  commended  itself  apparently  to  Sir 
Arthur  Lowes  Dickinson,  was  that,  with  a  centralized 
financifd  system,  siu^uses  could  be  pooled,  and  could 
be  used  to  level  up  the  conditioDS  in  the  more  back- 
ward pits,  to  reduce  the  price  of  coal,  and  to  improve  the 
working  conditions  of  the  miner.  Whether  such  a  plan 
of  using  differential  profits  is  economically  expedient 
or  not  is  a  point  which,  it  is  to  be  hoped,  will  be  fully 
discussed  by  economists.  During  the  Edttings  of  the 
Commission  the  financial  wastefulness  of  private  owner- 
ship was  not  seriously  contested  by  the  defenders  of  the 
present  ^stem.  What  is  usually  said  on  the  other  side, 
and  what  was  sud  then,  is  that  on  the  whole  the  stim- 
;  uluB  which  it  offers  to  technical  progress  more  than 
outweighs  the  loss  ariauog  from  the  payment  of  surplus 
profits  to  private  individuals.  That  much  enterprise, 
scientific  knowledge  and  practical  skill  have  gone  to 
the  development  of  the  cobX  industry  in  the  last  half 
century  is  obvious,  and  it  is  not  unnatural  that  to 
question  the  finality  of  its  oi^anization  should  serai  to 
many  of  those  who  direct  it  an  unpardonable  imperti- 
nence.   In  fact,  however,  such  an  attitude,  however 
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excusable,  implies  a  misreading  of  the  problem.  The 
question  ifi  not  merely  whether  individuals  have  been 
intelligent  and  enterprising  (which  no  one  dilutes) 
but  whether  the  system  within  which  they  work,  and 
which  as  individuals  they  cannot  alter,  is  such  ae  to 
make  the  best  use  of  their  intelligence  and  to  direct 
their  enterprise  to  the  greatest  public  advantage. 

The  testimony  of  Sir  Richard  Redmayne  is  weighty. 
"In  my  opinion,"  he  said,  "the  present  system  of  in- 
dividwJ  ownership  of  collieries  is  extrav^ant  and 
wasteful.  That  is  a  somewhat  darii^  statement,  but 
I  am  prepared  to  stand  by  it,  whether  viewed  from  the 
point  of  view  of  the  coal-mining  indiistiy  as  a  whole, 
or  from  the  national  point  of  view;  and  I  think  by 
thoughtful  persons  on  both  sides,  both  the  owners  and 
the  workmen,  that  is  pretty  generally  accepted."  The 
general  effect  of  his  evidence,  which  in  the  judgment 
of  the  writer  was  not  serioudy  shaken  in  cross^xamina- 
tjon,  was  to  give  a  picture  of  individual  efficiency 
hampered,  and  occadonaUy  stultified,  by  a  cumbrous 
and  antiquated  system  of  organization.  Apart  from 
the  loss  of  coal  left  in  barriers,  amounting,  ae  he  in- 
formed the  Conmiismon,  to  between  3S00  and  4000 
million  tons,  "much  of  which  would  be  recoverable 
under  a  system  of  collective  working  of  collieries," 
there  is  the  not  less  serious  fact  that  in  the  actual  get- 
ting and  delivery  of  cofd  the  cost  is  increased  at  every 
turn,  because  collieries  are  managed  as  little  self- 
contuned  republics  instead  of  as  parts  of  one  oi^sanizar- 
tion  having  for  its  object  the  effective  service  of  the 
public.  Collieries  buy  their  materials  separately. 
Collieries  arrange  separately  for  the  freightage  of  their 
coal.  Collieries  are  sometimes  drowned  out  because 
they  will  not  combine  for  purposes  of  drainage.  The 
more  backward  collieries  cannot  raise  capital  to  im- 
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prove  their  equipment,  while  their  more  fortunate 
competitors  are  distributii^  to  their  shareholders 
lai^  dividends,  part  c^  which  under  a  unified  system 
could  be  used  to  raise  the  standard  of  production  in 
the  more  backward  mines  and  thus  reduce  prices  to 
the  consumer.  While  the  average  colliery  consumption 
throughout  the  country  is  apparently  6  per  cent,  it 
varies  from  3  per  cent  at  one  colliery  to  10  per  cent  at 
another.  Tho  the  variation  is  partly  due  to  natural 
causes,  "there  is  a  lai^  possible  saving  at  some  cd- 
lieries,  but  that  again  necesdtates  considerable  expen- 
diture of  capital,  and  some  of  the  poorer  mines  have 
not  the  capital  to  expend."  There  is  waste  of  ability 
and  scientific  knowledge,  which  could  be  saved  if  the 
unit  of  organization  were  widened  to  include  all  the 
collieries  in  a  district,  and  (for  certain  purposes)  alt 
the  collieries  in  the  country.  There  ia  waste  arising 
from  the  irregularity  of  work,  which  is  inevitable  as 
long  as  each  colliery  is  owned  and  worked  as  an  inde- 
pendent imit,  but  which  could  be  mitigated  were  woric 
allotted  to  them  on  a  unified  plan,  as  it  is  allotted  today 
to  the  constituent  parts  of  a  private  combination. 
There  is  waste  because  separate  ownership  involves 
managerial  and  administrative  expenses  which,  if 
ownership  were  unified,  could  be  reduced. 

For  these  deficiencies  the  consumer  necessarily,  it 
would  seem,  pays  in  a  higher  price  for  bis  coat.  Nor 
ought  the  interests  of  the  present  generation  to  be  the 
only  consideration.  Coal  is  the  greatest  single  eco- 
nomic asset  of  tike  nation.  Without  it  Great  Britun 
would  l>e  what  it  was  200  years  ^o,  a  sparsely  popu- 
lated agricultund  conunimity.  It  is  of  the  utmost 
importance  that  it  should  be  woiked  in  the  most  eco- 
nomicd  manner  possible.  To  allow  coal  to  t>e  drowned 
out  by  water,  to  "cream"  the  pits  by  working  only  the 
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coal  which  is  at  present  most  profitable,  to  leave  coal 
in  barriers  other  than  those  which  are  necessary  for 
technicalreasons,  to  throw  small  coal  into  the  "goaf" — 
these  thii^  ought  to  be  regarded  as  a  crime  against 
posterity,  which  sooner  or  later  must  pay  for  them. 
But  that  can  hardly  be  the  point  of  view  of  private 
shareholders,  who  naturally  desire  the  largest  imme- 
diate return  for  their  money.  The  result  is  that  pits 
are  "  creamed,"  that  instead  of  good  and  poor  coal  beii^ 
brouf^t  out  together,  the  latter  is  left  in,  and  that  mil- 
lions of  tons  of  small  coal  are  wasted.  As  is  shown  by 
the  reports,  not  of  the  Coal  Commission,  but  of  that 
highly  respectable  body,  the  Coal  Conservation  Com- 
mittee, it  is  hardly  an  exaggeration  to  say  that  hitherto 
tiie  principal  source  of  British  wealth  has  been  worked 
as  recklessly  as  tho,  like  rivers,  coal  deposits  would  be 
replenished  from  the  clouds. 

The  defects  of  the  present  system  are  not  confined  to 
the  extraction  of  coal.  The  movement  of  coal  from 
producer  to  consumer,  carried  out,  as  it  is,  in  comparar" 
lively  small  consignments  by  some  1,400,000  wagons,  of 
which  some  800,000  are  owned  by  railways  and  600,000 
by  mine  owners  and  mercbants,  is  the  reverse  of  eco- 
nomical. "Half  the  mobile  life  of  a  privately  owned 
wf^on,"  the  General  Manager  of  the  Midland  Railway 
Company  told  the  CommissioD,  "is  taken  up  in  empty 
running."  Were  wagons  pooled,  another  witness  esti- 
mated, one-third  less  would  be  sufficient  for  the  work. 
The  Coal  Transport  Scheme  initiated  in  1916,  by 
securing  a  carefully-plamied  instead  of  a  haphazard 
Gfystem  of  transporting  coal,  is  calculated  to  have  saved 
700,000,000  coal  ton  miles,  or  £3,250,000,  equivalent  to 
3(2.  on  the  price  of  coal. 

The  price  of  coal  to  the  consumer  is  further  swollen 
by  the  profits  of  what  appears  to  be  an  unnecessary 
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multitude  of  middlemen.  In  many  cases  it  passed 
through  three  hands  —  the  factors,  of  whom  there  are 
estimated  to  be  about  1500;  the  distributing  mer- 
chants, of  whom  there  are  aald  to  be  27,000  to  28,000; 
and  the  dealers.  In  some  cases,  apparently,  there 
are  four  hands.  In  the  process,  the  price  of  coal  in 
London  is  increased  to  double  what  it  was  on  the  pit 
bank,  258.,  5d.  as  against  !!«.,  6(j.  at  pre-war  prices,  or 
(at  the  prices  of  August,  1918)  438.,  M.  as  against 
238.,  6d.  At  each  st^^  costs  are  incurred  and  profits 
are  made.  The  establishment  chaises  alone  of  the 
firms  engf^;ed  in  distributing  coal  in  London  amount 
in  the  f^fgr^ate  to  some  £800,000,  and  their  total  net 
profits  to  over  £500,000  per  annum.  How  wasteful 
such  a  system  is  has  been  su^ested  by  the  experience 
of  the  coSperaUve  societies.  According  to  evidence 
supplied  to  the  Commis^on  by  the  manner  of  the 
Coal  Department  of  the  English  Codperative  Whole- 
sale, cooperative  societies  are  actually  able,  while  sell- 
ing coal  at  the  same  price  as  the  private  trader,  to  give 
back  to  the  consumer  a  dividend  of  from  28.,  Qd.,  to  5s. 
per  ton,  merely  because  they  cut  out  intermediate  links, 
and  distribute  the  coal  on  a  unified  and,  therefore,  more 
economical  system.  If  water  were  hawked  from  house 
to  house  in  buckets  by  competing  water  merchants, 
water  would  be  scarce  and  dear;  and  as  long  as  the 
household  consumer,  especially  the  poor  consumer, 
buys  his  coal  from  the  last  of  a  series  of  middlemen,  he 
wiUcontinue  to  pay  for  it  through  the  nose. 

IV.  The  Claimb  of  the  Miners 

To  ei^ress  in  figures  the  waste  which  at  present  exists, 
and  the  saving  which  m^t  be  effected  is,  no  doubt, 
impracticable.    But,  in  view  of  the  evidence  of  the  ex- 
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perts,  it  is  hardly  possible  to  reEost  the  concludon  that, 
in  spite  of  the  skill  and  enterprise  showed  by  individual 
companies  and  mant^rs,  the  present  organization  of 
the  industry  does  not  make  the  most  economical  use 
of  the  cold  resources  of  the  nation.  The  significance  of 
that  fact  cannot  be  meaaured  merely  by  the  charges 
which  it  imposes  directly  on  the  consumer.  It  is  in- 
tensified by  the  indirect  effect  which  the  consciousness 
of  prerentible  waste  produces  among  the  mine  workers. 
If  every  superfluous  chaise  upon  the  production  and 
distribution  of  coal  had  been  eliminated,  it  would  be 
reasonable  to  ask  that  the  miners  should  set  a  much- 
needed  example  by  refusing  to  extort  better  terms  for 
themselves  at  the  expense  of  the  general  pubhc.  But 
as  loi^  as  tmusuatly  prosperous  mines  pay  lai^  divi- 
dends, and  the  industry,  both  on  the  productive  and 
on  the  distributive  side,  is  loaded  with  the  costs  of  a 
system  of  oi^anization  which  the  most  eminent  official 
witness  before  the  Commission  stigmatized  as  "ex- 
travagant and  wasteful,"  it  is  hardly  to  be  expected 
that  the  mine  workers  will  postpone  claims  which 
appear  to  them  such  as  can  be  met,  were  the  improve- 
ments su^ested  introduced,  without  imposing  any 
additional  burden  on  the  community.  To  the  reason- 
able request  to  "consider  the  consumer"  they  may, 
with  equal  reason,  retort  that  they  will  do  so  when  the 
consumer  shows  some  consideration  for  himself  by  in- 
sisting on  the  removal  of  deficiencies  which  are  now 
the  commonplaces  of  the  subject.  Nor  is  it  the  case 
that  miners'  wages  form  so  lai^  a  proportion  of  the 
selling  price  of  coal  that  the  economies  possible  on  other 
items  are  negligible.  An  exact  analy^  of  the  items 
conqxjsing  the  cost  of  a  ton  of  Derbyshire  coal  was 
ffven  for  March,  1919,  by  Sir  Justice  Sankey  in  the 
Appendix  to  his  Interior  Report. 
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t.        4. 

Coet  ftt  pit  moutb  of  one  Usa  of  DwbyBhira 

oo>l  in  March,  1919 21  2 

Minen' wages  included  in  above  ooBt  ....  13  Sor63.3A 

Cost  to  bouoebold  consumer  in  London 44  0 

Miners' wagesincludedu before IS  S  or  30.4% 

It  will  be  Been  that  in  March,  1919,  mine  woriEers* 
wages  formed  30.4  per  cent  of  the  cost  of  household 
coal  to  the  London  consumer. 

Moreover,  the  miners  have  their  own  grievances.    It 

is  not  merely  or  mainly,  in  my  judgment,  a  question  of 

wages  or  hours.    These  things  are,  indeed,  important. 

Up  to  the  Sankey  award,  and  even  after  it,  earnings 

had  not  kept  pace  with  the  advance  of  retail  prices;  *■ 

nor  must  it  be  forgotten  that  the  "Eight  Hours  Act" 

was  an  eight  hours  act  only  in  name,  since  the  nuud- 

/  mtmi  hours  vrere  exclusive  of  the  time  spent  in  raimng 

'  and  lowering  the  workers.  Even  under  the  seven-hour 

!  ,'  day  intooduced  since  the  report  of  the  Commission,  the 

time  Bptsnt  underground  will  be  on  the  average  seven 

and  one-half  hours,  and,  in  a  minority  of  cases,  between 

eight  and  nine  hours. 

Behind  these  plain  questions  of  hours  of  work  and 
w^^,  however,  are  the  issues,  in  some  way  more  difiS- 
eult  and  in  others  more  hopeful,  of  comfort  and  health 
in  work,  of  safety,  and  of  profeBsional  status.  The 
thinking  miner  is  persuaded  that,  ^ven  forethoi^t 
and  consideration  on  the  part  of  the  management,  the 
disagreeableness  of  his  necessarily  arduous  occupation 
might  be  considerably  diminished.  Instead  of  often 
being  obliged  to  walk,  sometimes  without  payment  for 

<  In  NoTembar.  1S13  Ui*  ftvarac*  ttminta  g|  oiMleigiiMUid  worken  wan  7i,  liL, 
Gimrfaoa  worfcinlf,  Sd.,  o(  ■llwoAm  (ineludiiia  boy*)  <!•■  Td. 

Tba  BvancB  •dniiM*  op  tc  Norsubsr,  ISIS,  wu,  afiiiuBitly,  SS.7  pv  iMBt.  Th« 
Suk«r  >wud  brou^t  tha  KTcnf*  aaniliici  per  ihUt  ap  to  1^.  4.M.  ui  Ibdmbm  oI 
Its  par  ooit  ora  tha  aTBaiB  luiiiiiv  of  NoTambar,  1S13.  BMwmd  Julr.  1914,  t^ 
'    r,  iei0,  th*  riae  In  ntail  piioca  ^ipaar  to  han  baan  appmiuuMy  Ui  p« 
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walkii^  time,  for  half  an  hour  to  an  hour  to  and  from 
the  face  up  and  down  stieep  inclines,  a  task  as  laborious 
as  work  at  the  face  itself,  he  might  (wherever  condi- 
tions permit  it)  be  conveyed  most  of  the  way  to  his 
work,  as  in  some  pits  he  already  is.  He  might  be  sup- 
plied (in  addition  to  the  ordinary  safety  lamps)  with 
a  hand  electric  lamp,  which  would  at  once  Himiniah 
nyst^mus  and  increase  safety  by  facilitating  a  more 
thorough  inspection  of  the  roof.  Pithead  baths  and 
changing  facilities  (at  present  introduced,  it  would 
appear,  by  only  seven  collieries)  might  be  tmiversally 
established,  a  reform  upon  which  the  independent 
prasons  best  qualified  to  judge  speak  with  no  uncertain 
voice.  "The  provision  ...  of  baths  and  facilities  for 
drying  pit  clothes  on  the  pit  head,"  stated  Mr.  Walker, 
the  Actii^  Chief  Inspector  of  Mines,  before  the  Coal 
C<munissbn, "  ia,I  think,  an  urgent  necessity,  and  would 
prove  to  be  a  great  boon  to  mine  workers,  and  improve 
greatly  the  conditions  of  their  homes.  The  dirt  insepar- 
ably connected  with  the  miners'  occupations  shoiild  be 
left  at  the  mine,  and  not  taken  into  their  houses.  The 
health  of  the  miners  and  their  families,  and  the  socilJ 
conditions  under  which  tiiey  live,  would  thereby  be 
greatiy  improved." 

And  of  couiBe  it  is  not  only  health  which  has  to  be 
conaidavd.  There  is  the  graver  question  of  accidents. 
How  heavy  a  toll  the  miner  pays  is  shown  by  the  f ol- 
lowii^  fi^ires: 

Vital  Panoo*  lojurad  and  of  wcife 


1913 1,7S3  176,868 

1914 1,219  168,862 

1907-16 12,400  (or  1,240  pel  yent) 

Od  an  average,  therefore,  the  number  of  men  kUled 
each  year  is  1,240,  or  about  an  infantry  battalion  at 
full  strength.    The  number  injured  and  off  work  for 
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more  than  seven  days  is  approximately  160,000.  Nor 
is  this  all.  It  is  oftok  assumed  that  the  majority  of  the 
casualties  are  trifling.  But  this  is  an  error.  "Roughly 
q>eaking,"  stated  Dr.  Shuffebotham,  "there  are  50,000 
miners  injured  eveiy  year  in  such  a  way  as  to  inca- 
pacitate them  for  work  for  between  one  and  three 
months,  while  the  ntmiber  of  injuries  which  cause  in- 
capacity between  one  and  two  weeks  is  extremely 
small,  bmg  about  8  per  cent  of  the  total.  .  .  .  The 
mmiber  of  miners  who  are  incapacitated  each  year  and 
who  have  not  recovered  at  the  end  of  one  year  (i.  e., 
who  are  incapacitated  for  12  months  or  more)  is  some- 
thing like  12,000  p^  annum."  Nor,  tho  the  proportion 
of  accidents  to  output  and  numbers  employed  has  de- 
creased lately  in  the  course  of  the  last  50  years,  does 
it  appear  to  be  decreasing  now.  The  following  table 
shows  that  for  the  last  10  years  the  accident  rate  has 
been  almost  stationary. 

Dcatb  rata  from  «■ 


tbUiis  praaona  tcr  nun*     (twva  srouDd,  nr 
Mb*  of  mbunl  nited  srslniiMd 

1008 5L3.8  4.75 

lOM U9.9  6.23 

WIO 6W.1  6.37 

1911 681.1  4.42 

1912 6tt.9  4.67 

1913 685.6  5.81 

1914 M8.1  4.37 

During  the  last  20  years,  some  25,000  persons  have 
been  killed  in  the  mines,  and  some  three  and  a  quarter 
million  have  been  injured.  It  may  readily  be  conceded 
that  the  miner's,  like  the  sailor's,  must  always  be  a 
dangerous  occupation;  nor  is  it  implied  that  there  has 
been,  at  any  rate  in  recent  years,  any  culpable  n^li- 
gence  on  the  part  of  the  management.  It  will  be  recog- 
nised,  however,  that  the  special  circumstances  of  the 
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mining  industry  are  such  as  to  enable  the  miners  to 
put  forward  with  peculiar  cogency  the  claim  to  share 
through  their  representatives  in  the  settlement  of  ques- 
tions of  administration  which  vitally  concern  not  only 
their  economic  prosperity  but  their  health  and  life 
itself. 

V.  Propobalb  for  Reokganization 

The  problem  of  reorganizing  tiie  coal  industry  falls 
into  three  broad  dividons,  the  ownership  of  minerals, 
the  ownership  and  management  of  mines,  and  the  dis- 
tribution of  coal.  The  first  and  third  of  these  need  not 
be  discussed  at  length,  since  there  is  substantial  ^p'ee- 
meut  with  regard  to  them.  All  the  members  of  the 
Coal  Commission,  including  the  mine  owners,  proposed 
that  the  ownership  of  coal  should  be  transferred  to  the 
state.  All  of  them,  including  the  mine  owners,  pro- 
posed that  the  distribution  of  coal  should  be  under- 
taken by  the  local  public  authorities,  with  the  object 
of  brin^g  producer  and  consumer  more  closely  into 
touch  than  at  present  and  of  eliminating  some  of  the 
links  in  the  chain  of  middlemen  through  whose  hands 
the  coal  passes.  The  government  has  stated,  indeed, 
that  it  intends  to  nationalize  minerals.  It  is  unfortu- 
nate tiiat,  before  raiang  the  price  of  coal,  it  ^ould  not 
have  made  any  attempt  to  remedy  t^e  admitted  extrav- 
agances of  the  existing  system  of  distribution. 

The  crux  of  the  problem,  however,  consasts,  of  course, 
of  the  treatment  of  the  mines.  Four  ways  of  handling 
it  ^pear,  in  theory  at  any  rate,  to  be  posable.  In  the 
first  place,  an  attempt  may  be  made  to  revert  to  the 
eomditions  which  obtained  prior  to  August,  1914, 
sweeping  away  public  control,  putting  nothing  in  its 
place  except  some  scheme  of  "WMtley  Councils"  such 
as  was  proposed  by  the  mine  owners  on  the  Commission, 
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and  leaving  the  industry  to  be  conducted  by  the  eeU- 
interest  of  competing  owners.  In  the  second  place,  the 
present  Eystem  of  control  m^t  be  continued,  without 
any  further  change  being  introduced.  In  the  third 
place,  there  are  schemes  for  the  unification  of  the  in- 
dustry in  private  hands,  of  which  several  have  from 
time  to  time  been  advanced,  the  most  recent  and  best 
known  beii^  that  proposed  by  Sir  Arthur  Duckfaam. 
Fourthly,  there  is  the  policy  of  public  ownership  ad- 
vanced by  Mr.  Justice  Sankey,  which  f^ain  ia  com- 
patible with  more  than  one  tjrpe  of  administration. 

(a)    The  Bettoratxon  of  Private  Enterpriee 

The  first  alternative  is  open  to  all  the  criticisms 
brought  by  Sir  Richard  Redmayne  against  the  present 
organization  of  the  industry.  It  is  not  a  solution  of 
the  problem,  but  an  abandonment  of  it.  Moreover, 
it  is  a  course  which  has  been  made  more  difficult  botii 
by  the  developments  which  took  place  during  the  war 
and  by  the  inquiries  of  the  Goal  Commission.  On  the 
one  hand,  the  wages  in  the  poorer  districts  have  been 
leveled  up,  partly  by  means  of  the  levy  on  the  profits 
of  those  which  are  more  prosperous.  If  that  tentative 
and  incomplete  qrstem  of  poolii^  is  now  abandoned, 
those  districts,  as  their  representatives  impressed  on 
the  Commission,  will  be  faced  by  greater  difficulties 
than  ever.  A  rise  in  price  needed  to  enable  them  to 
pay  their  way  will  be  a  severe  burden  upon  the  con- 
sumer and  will  increase  the  surplus  received  by  the 
shareholders  in  the  more  fortimately-dtuated  collieries. 
On  the  other  hand,  the  revelations  of  the  Commission 
have,  not  unnaturally,  increased  the  dissatisfaction  of 
the  miners.  They  have  seen  the  industry  stripped 
naked.    They  have  heard  then*  own  criticisms  sub- 
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stantiated,  with  a  wealth  of  illustrative  detail,  by 
official  experts.  They  can  hardly  now  be  expected  to 
feel  any  very  marked  confidence  in  the  wisdom  with 
which  it  is  administered.  Obviously,  in  the  atwence  of 
some  reforms  designed  to  meet  the  criticisms  passed 
upon  it  and  endorsed  both  by  the  chairman  and  by  the 
three  business  men,  other  than  mine  owners,  on  the 
Comnussion,  it  is  not  to  be  supposed  that  the  miners 
will  throw  themselves  with  enthusiasm  into  workii^  a 
system  which  they  believe  to  have  been  discredited. 

(b)    The  Coniiniumce  of  Control 

Nor  is  the  second  alternative  much  more  attractive. 
No  doubt  the  mere  continuance  of  the  present  system  of 
government  control  is  a  possibihty.  But  does  any  one 
really  desire  it?  The  mine  owners  do  not;  the  miners  do  ~ 
not  either,  tho  they  would  prefer  it  to  a  revermon  to 
pre-war  conditions.  The  consumer  received  some  pro- 
tection from  it  during  the  war  against  exorbitant  prices. 
But  it  may  be  doubted  whether  he  is  in  love  wit^  an 
arrangement  which  apparently  is  unable  to  cope  with 
the  admitted  deficiencies  in  the  present  oi^anization 
of  production  and  distribution.  The  truth  appears  to  be 
that,  tho  necessary  as  a  war  measure,  mere  control  has 
the  merits  neither  of  public  ownership  nor  of  private 
enterprise.  It  eliminates  some  of  the  advantages  which 
used  to  be  ascribed  to  competition,  without  security 
those  which  (it  has  been  suggested)  are  offered  by  co- 
ajpention.  On  the  one  hand,  it  removes,  at  least  to 
some  extent,  the  financial  spur  to  initiative.  On  the 
other  hand,  it  neither  secure  that  the  equipment  of 
the  pits  is  brought  up  to  date  after  the  inevitable  de- 
terioration caused  by  the  war,  nor  introduces  the  "  collec- 
tive production"  pleaded  for  by  Sir  Richard  Redmayne, 
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nor  insists  upon  the  adoption  of  a  more  economical 
system  of  distribution.  Not  a  single  one  of  the  reforms 
emphasized  as  essential  before  the  Commis^on  more 
than  12  months  a^  has,  so  far  as  is  known,  been  intro- 
duced, and  in  the  meantime  prices  have  more  than  once 
been  raised.  "Control"  tends,  in  short,  to  be  negative 
and  restrictive,  when  what  is  needed  is  Bomething  posi- 
tive and  constructive. 


(c)    Unification  under  Private  Management 

It  is  a  realization  of  the  difficulties  involved  in  either 
of  these  proposals  which  has  led,  it  is  to  be  presumed, 
to  the  various  schemes  from  time  to  time  advanced  for 
ending  the  individual  ownership  of  mines  without 
putting  public  ownership  in  its  place.  As  long  ago  as 
1893,  Sir  Geoi^  Elliott,  a  prominent  South  Wales 
mine  owner,  ui^ed  the  imification  of  the  industry  un- 
der public  supervision.  Sir  Richard  Redmayne,  while 
declining  to  commit  himself  to  nationalization,  pleaded 
before  the  Coal  Commission  for  what  he  called  "col- 
lective production."  It  is  understood  that  the  Coal 
Conlxoller's  Department  had  been  so  gravely  impressed 
with  the  necesdty  for  some  measure  of  unification,  that 
even  before  the  appaintment  of  the  Conunission  it  had 
considered  the  possibility  of  merging  all  the  existing 
interests  in  a  single  corporaUon.  Sir  Arthur  Duckham, 
while  expressing  himself  strongly  t^ainst  nationaliza- 
tion, declared  that  "the  workii^  of  over  3,000  collieries 
by  more  than  1500  separate  interests  has  resulted  in 
heavy  losses  of  coal  and  inefficient  workii^,"  recom- 
mended the  complete  expropriation  of  the  mine  owners, 
and  proposed  to  substitute  for  ihe  present  confusion  the 
amalgamation  of  the  collieries  in  each  district  into  a 
single  corporaticm,  which  would  (a)  be  governed  by  a 
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board  of  seven  directors,  four  to  be  elected  by  share- 
holders, two  by  minera,  and  one  by  managers  and 
under-managers;  (b)  be  guaranteed  a  dividend  of  4 
pa*  cent  by  the  state;  (c)  be  allowed  to  pay  6  per 
cent,  after  which  any  further  profits  must  be  allocated 
in  tiie  proportion  of  two-thirds  to  reduce  the  price  of 
coal  and  one-third  to  dividends. 

Proposals  of  this  general  character  are  being  ad- 
vanced in  more  than  one  country  and  with  reference 
to  more  tiian  one  industry.  Sir  Arthur  Duckham's 
recommendations  bear  a  family  likeness  to  the  Esch- 
Cummings  Railroad  Act.  These  schemes  seem,  in  fact, 
to  be  the  first  reaction  caused  by  the  discovery  that 
private  enterprise,  as  hitherto  understood,  is  not  func- 
tioning as  is  deared.  They  possess  certain  merits.  It 
is  probable,  for  example,  that,  w«re  tiie  plan  recom- 
mended by  Sir  Arthur  Duckham  adopted,  the  result 
would  be  to  eliminate  some  of  the  wastes  incidental  to 
the  present  system.  On  the  other  hand,  th^  appear 
to  have  certain  drawbacks  which  require  to  be  weighed 
before  they  are  accepted  as  the  best  policy  practicable. 
In  the  first  place,  it  may  be  doubted  wheth^  Sir 
Arthur  Duckham's  proposals  would  remove  or  even 
seriously  mitigate  the  whole  body  of  difficulties  which 
arise  from  friction  between  the  miners  and  private 
owners.  It  might  do  so,  for  here  aigfon  one  is  handling 
imponderables.  But  the  miners  themselves  think  it 
would  not;  and  if  it  is  the  case  that  the  essence  of  their 
claim  is  that  the  workers  in  the  industry,  whatever 
their  grade,  should  be  admitted  to  a  partnership  with 
the  public,  it  is  at  least  probable  that  they  are  right. 
lAcm  serious,  perhaps,  is  the  darker  with  which  schemes 
of  this  kind  would  confront  the  consumer.  What  is 
suggested,  is,  in  effect,  the  creation  of  some  15  to  20 
^gantic  coal  corporations  under  public  supervision. 
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There  is  coimderable  experience  of  the  policy  of  [oivate 
monopoIieB  working  under  some  system  of  state  regu- 
lation. It  was  that  adopted,  for  example,  by  British 
municip^ties  prior  to  the  development  of  munidp^ 
enterprise  in  water,  gas,  truns,  and  electricity.  The 
drawback  to  it  is  that,  once  tbrae  leviathans  are 
.  broi^t  into  existence,  they  are  apt  to  control  the  public 
more  effectively  than  the  public  controls  them,  and 
.  that  they  meet  attempts  to  clip  their  claws  by  passive 
obstruction  or  by  some  secret  arrangement  which  can- 
not easily  be  prevented  or  exposed. 

And  after  all,  what  are  the  advantages  of  private 
ownership,  when  it  has  been  attenuated  to  the  point 
proposed  by  Sir  Arthur  Duckham?  Might  not  the 
mine  owners  l^tiraately  meet  his  substitute  for  na- 
tionaUzation  with  the  retort,  "Thank  you  for  nothing"  ? 
Private  enterprise  has  its  merits;  so  also,  perhaps,  has 
pubhc  ownership.  But,  by  the  time  Sir  Arthur  has 
done  with  it,  not  much  remains  of  "the  simple  and 
obvious  system  of  natural  liberty/'  while  he  is  pre- 
cluded from  appealii^  to  the  motives  which  are  stressed 
by  advocates  of  nationalization.  Private  ownership, 
refined  down  to  the  extent  which  proposals  of  this 
order  contemplate,  carries  with  it  little  of  what  is 
normally  valued  in  ownership  and  appears  to  be  singu- 
larly devoid  of  privacy.  It  is  one  thing  to  be  an 
entrepreneur  with  a  world  of  adventure  and  imlimited 
profits — if  they  can  be  achieved!  —  before  one.  It  is 
quite  another  to  be  a  director  of  a  coal  corporation 
with  a  nninimiim  rate  of  profit  which  is  guaranteed  and 
a  tnftyjmiim  which  Cannot  (except  to  a  small  extent) 
be  exceeded.  Hybrids  are  apt  to  be  sterile.  It  may 
be  questioned  whether,  in  drawing  the  teeth  of  private 
capitaJiam,  these  schemes  do  not  draw  out  most  of  its 
virtues. 
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(d)  Naiionaligation 

The  word  UBually  employed  to  describe  proposes 
such  as  diose  advanced  by  Mr.  Justice  Sankey  is  nar- 
fjonalization.  It  is  not  a  felicitous  one.  Quite  apart 
from  its  fiability  to  cut  short  blameless  citizens  by 
inducing  premature  apoplexy,  it  has  the  even  more 
serious  defect  of  confusing  under  one  ambiguous  title 
two  problems,  between  which  it  is  important  to  dis- 
tinguish. The  first  is  the  problem  of  ownership;  the 
second  is  the  problem  of  administration.  One  cannot, 
it  is  true,  decide  on  the  former  without  having  reached 
some  provisional  conclusion  with  regard  to  the  latter. 
But  when  the  question  of  ownership  has  been  settled, 
the  question  of  administration  still  remains  for  solu- 
tion. The  posrable  types  of  organization,  if  private 
ownership  is  terminated,  are  various,  and  the  practical 
merits  or  demerits  of  nationalization  depend  lai^Iy 
upon  which  is  selected.  To  assume,  as  is  too  often 
done  in  current  controversy,  that  the  model  to  which 
the  organisation  of  any  nationalized  industry  must  con- 
form is  that  of  the  Post  Office,  is  as  reasonable  as  to 
T^;ard  the  United  States  Steel  Corporation  or  the  Stand- 
ard Oil  Company  as  the  grand  pattern  and  exemplar  of 
private  enterprise.  The  truth  is  that,  whether  an  in- 
dustry is  In  public  or  private  hands,  it  may  be  organ- 
ized and  mam^ed  on  one  or  other  of  several  different 
methods.  Which  is  most  suitable  will  depend  partly 
upon  the  technical  conditions  of  the  particular  industry 
under  consideration,  partly  upon  less  easily  definable 
matters  of  political  and  social  habit  and  tradition.  It 
would  obviously  be  absurd  to  suggest  the  same  adminis- 
trative system  for  the  coal  industry  as  for  the  railways; 
nor  is  it  likely  that  the  organization  which  suited  (say) 
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Prussia  would  be  that  best  adapted  to  secure  an  efficient 
service  in  Engluid  or  America. 

These  things  are  of  course  truisms.    It  is  the  more 
to  be  regretted  that  eulogy  and  criticism  have  tended 
during  the  past  year  —  so  low  is  the  plane  on  which 
the  controversy  has  been  carried  on  —  to  be  devoted 
to  associations  which  the  mere  word  "nationalization" 
awakens  in  the  minds  of  different  writers,  instead  of 
to  the  concrete  administrative  structure  of  which  it 
is  (or  ought  to  be)  the  symbol,  and  which  alone  mat- 
ters in  practice.    "Public  service,"  "economy,"  "elimi- 
nation of  waste,"  "professional  zeal"  —  the  presence 
of  these  virtues  will  not  be  secured  by  public  ownership, 
but  only  by  public  ownership  so  organized  as  to  elicit 
them.    "Red  tape,"  "bxueaucracy,"  "over^jentralizar 
tion,"  "the  government  stroke,"  "the  civil   service 
tradition"  —  these  vices  may  accompany  pubUc  owner- 
ship;   whether  they  will  or  not,  depends  again  upon 
whether  the  administrative  system  established  is  such 
as  to  encourage  or  to  repress  them.    The  realization  of 
that  elementary  truth  would  be,  it  may  be  su^ested, 
the  beginning  of  wisdom,  as  well  as — a  not  less  happy 
consummation  —  the  end   of  much  eloquence.     Un- 
forttmately  it  appears  to  be  the  last  to  be  apprehended. 
So  the  critics  of  nationalization  attack  it  on  the  groimd 
that  state  management  is  necessarily  inefficient,  and 
presumably  tremble  with  apprehension  whenever  they 
post  a  letter.    And  the  supporters  of  nationalization 
ai^e  that  state  management  is  necessarily  efficient, 
and  are  to  be  seen  praising  God  whenever  they  tise  a 
.  telephone.     Their  arguments  are  eloquent,  ingenious 
and  sometimes  even  amusing.    They  have  only  one 
triffing  defect.    They  assume  as  a  thing  mmple  and 
self-evident  the  type  of  organization  to  accompai^ 
public  owner^p,  which  is  precisely  the  most  complex 
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and  important  of  the  questions  at  issue.  They  are 
directed  to  the  denunciation  or  advocacy  of  proposals 
which  no  one  has  advanced.  One  must  not  t>e  hard  on 
them:  it  is  not  reasonable  to  expect  that  controver- 
sialists should  bum  their  u-senal  of  literature  merely 
because  it  is  no  longer  relevant.  But  ndther  must  we 
be  misled  by  them.  And  the  truth  is  that,  conradered 
in  relation  to  the  scheme  for  the  nation^ization  of  the 
coal  mines,  set  out  in  detful  by  Mr.  Justice  Sankey, 
they  are  as  obsolete  as  the  armaments  of  the  Stone  Age. 
Mr.  Justice  Sankey's  proposals  (omitting  all  details) 
may  be  summarized  briefly  as  follows:  — 

(1)  That  the  state  should  purchase  the  collieries  (in- 
cluding machinery,  plant,  buildings,  stores,  etc.),  at  a 
fair  value. 

(2)  That  the  administration  of  the  indiistry  should 
be  vested  in  the  hands  of: 

(a)  A  Local  Mining  Council  at  each  pit,  the  Council 
to  condst  of  10  members  4  ^ected  by  ballot  of 
the  workers  at  the  pit,  3  appointed  by  the  Dis- 
trict Minii^  Council,  together  with  the  mana- 
gers, imder-manager,  and  commercial  manager 
ex-oflicio.  The  manager  "shall  be  responsible 
for  the  control,  management,  direction  and 
safety  of  the  mine."  The  Local  Mining  Council 
"  shall  meet  fortnightly  or  oftener  if  need  be,  to 
advise  the  manager  on  all  questions  concerning 
the  direction  and  safety  of  the  mine." 

(6)  A  District  Mining  Council  in  each  district.  They 
shall  consist  of  a  chairman  and  vice-chairman 
appdnted  by  the  Minister  of  Mines,  and  12 
oibsT  members,  of  whom  4  shall  be  elected  by 
ballot  of  the  workers,  and  8  shall  be  appointed 
by  the  National  Mining  Council,  as  follows:  — 
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4  to  represent  coosumers,  2  the  technical  mde  of 
the  indufitry  (e.  g.,  miniiig  en^eering),  2  the 
commercial  side  (e.  g.,  purchase  of  material  and 
sale  of  output.) 
This  District  Mining  Council  shall  have  "the  main 
executive  responsibility  of  taking  measures  to 
secure  the  health  and  safety  of  the  workmen  and 
the  production  of  coal  in  the  District."  The 
description  of  its  powers  is  important:  —  "Sub- 
ject to  the  direction  of  the  Minister  of  Mines, 
the  District  Mining  Council  shall  m&ns^  in  its 
district  the  entire  coal  extraction,  the  regulation 
of  output,  the  discontinuance  of  or  the  opening 
out  of  mines,  trial  BinVings^  the  control  of  prices 
and  the  basis  of  wage  assessment  and  the  dis- 
tribution of  coal." 
(c)  A  Minister  of  Mines  responsible  to  Parliament, 
and  a  National  Mining  Coimcil.  The  Mining 
Council  is  to  be  a  lai%e  body,  a  kind  of  Parliar 
ment  of  the  industry,  elected  from  each  district 
on  a  bada  of  tonnage.  The  unportant  part  of  it 
is  to  be  a  Standing  Committee.  "The  Minister 
of  Mines  will  be  assisted  by  a  Standii^  Com- 
mittee of  18  members  elected  from  and  by  the 
National  Mining  Council,  who  will  meet  regu- 
larly for  the  purpose  of  superintending  the 
operations  of  the  District  Mining  Councils  .  . . 
6  shall  represent  the  workers,  6  shall  represent 
consumers,  and  6  the  technical  and  commercial 
side  of  the  industry." 
(3)  The  industry  is  to  be  financially  autonomous. 
"The  Treasury  shfdl  not  be  entitled  to  interfere  with  or 
have  any  control  over  the  appropriation  of  moneys 
derived  from  the  industry.  The  said  moneys  shall  be 
kept  entirely  separate  and  apart  from  other  national 
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moneys,  until  the  profit  accruing  from  the  induatry  is 
periodically  ascertained  and  paid  into  the  Exchequer." 

(4)  What  are  usually  described  as  "civil  service 
methods"  are  to  have  no  place  in  the  new  service.  "It 
bdng  of  vital  importance  that  the  Mines  Department 
idtall  be  managed  with  the  freedom  of  a  private  bu^ 
Dess,  the  present  Civil  Service  system  of  selection  and 
promotion  by  lengths  of  service,  of  grades  of  servants, 
of  minuting  operations  and  reports  from  one  servant 
to  another,  and  of  salaries  and  pensions,  shall  not  apply 
to  the  servants  attached  to  the  Mines  Department." 

(5)  There  shall  be  complete  publicity.  "Thb  Minis- 
ter of  Mines  shall  cause  the  following  statistics  to  be 
made  public:  — 

(a)  Hie  quarterly  financial  returns  from  each  dis- 
trict. 

(b    The  output  from  each  district. 

(e)  The  number  of  persons  employed  above  and 
below  ground. 

(d)  The  cost  per  ton  of  gettii^  and  distributing  coal, 
lowing  proportion  due  to  wages,  material, 
management,  interest,  and  profit. 

(«)   The  amount  cd  coal  produced  per  man  per  shift. 

(/)   The  amount  of  absenteeism. 

VI.  The  OitGAinzA.'noN  of  the  Ihdubtrt 
UNDER  Public  Owitership 

Whetiier  the  acquisition  of  mines  and  minerab  is 
financially  a  sound  investment  or  not  depends,  in  tiie 
first  place,  on  the  price  pud  for  them.  The  capital 
value  <rf  the  mines  on  the  basis  of  10«.  per  ton  of 
average  output  for  the  five  years  1909-13,  which  was 
270  million  tons,  would  be  £135,000,000.  This  figure 
was  suggested  by  Dr.  Stamp,  the  Assistant  Secretary  to 
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the  Bo&rd  of  Inland  Revenue,  and  approximates  to  the 
£128,000,000  estimated  for  the  Census  of  Production. 
If  nine  years'  purchase  of  the  aven^  profits  (£13,000,- 
000)  of  the  five  years  preceding  the  war  be  taken,  a 
8omen4iat  smaller  figiue,  £117,000,000,  is  reached. 
N«ther  of  these  estimates  includes  the  capital  value  of 
royalties,  which  waa  estimated  by  Sir  Richard  Red- 
mayne  at  an  equivalent,  probably,  to  something  less 
than  either  £70,000,000  or  £55,570,250,  according  to 
the  basis  of  valuation  taken.  When  this  further  item 
is  included,  the  sum  to  be  paid  would  presumably  be 
somewhere  about  £200,000,000. 

The  interest  on  £200,000,000  at  5  per  cent  would  be 
£10,000,000,  to  which  must  be  added  something  less 
tban  a  quarter  of  a  miUion  as  a  sinkiDg  fund.  Quite 
apart,  therefore,  from  any  economies  due  to  imifica- 
Uon,  the  state  would  retain  a  surplus  consuting  of  the 
difference  between  (say)  £10,250,000  and  the  figure  of 
.  £19,000,000  which  was  the  average  total  of  profit  and 
royalties  together  (profits  £13,500,000,  royalties  £6,000,- 
000)  for  the  five  years  ending  in  1913.  Had  it  owned 
the  mines  in  1916,  when  profits  and  royalties  amounted 
to  £43,800,000,  the  surplus  in  that  year  would  have 
been,  not  £8,000,000  odd,  but  £33,500,000.  Cleariy, 
pending  the  investigations  of  a  financial  commisdon, 
the  figures  for  the  future  can  only  be  at  best  approxi- 
mate. Prima  fade,  however,  the  purchase  of  the  mines 
appears  to  be,  from  the  public  point  of  view,  a  sound 
investment.  Unless  the  compensation  pud  is  inflated 
to  a  sum  out  of  all  proportion  to  the  value  of  the  prop- 
erties acquired,  the  state,  thanks  to  its  superior  credit, 
will  retain  a  safe  mai^n  of  profit  on  ^e  transaction. 
And  in  addition,  provided  the  administration  is  effi- 
cient, it  will  be  in  a  position  to  reap  the  considerable 
economies  which  are  promised  by  the  experts  as  a 


^dbyGoogle 


TBB  BRITISH  COAL  INDUSTRY  67 

result  of  substituting  a  unified  syatem  of  production 
and  distribution  for  the  "extravagance  and  waste"  of 
individual  ownership. 

"Provided  the  administration  is  efficient."  That, 
however,  is  the  crux  of  the  whole  problem.  It  is  not 
difficult  to  see  how  Mr.  Justice  Sankey  intends  that  the 
machinery  which  he  proposes  shall  work.  The  function 
of  the  National  Mining  Council  would  be  to  deal  with 
the  large  questions  of  policy  affecting  the  industry  as 
a  whole,  for  example,  finance,  the  surveying  of  the  coal 
fields  and  borii^  for  coal,  the  total  amount  of  coal  to 
be  produced,  the  organization  of  an  economical  and  effi- 
cient system  of  distribution,  prices  and  national  wages 
questions,  general  regulations  with  r^ard  to  health 
and  safety,  and  the  allocation  of  a  fund  for  housing  in 
mining  districts.  The  District  Mining  Councils  would 
be  responsible  for  meeting,  in  accordance  with  the  ' 
special  conditions  of  their  respective  districts,  the  de- 
mands made  upon  them  by  the  National  Mining  Coun- 
cil, and  for  carrying  out  its  general  poUcy.  They  would 
cany  on  the  routine  administration  of  their  own  coal 
fields,  would  settle  the  most  efficient  way  of  getting  coal 
in  the  special  circumstances  of  their  various  localities, 
would  be  responsible  for  the  equipment  and  output  of 
mines  in  their  areas,  would  determine  where  pumping 
or  generating  stations  should  be  erected,  would  appoint 
man^^ers,  would  see  that  each  pit  supplied  the  quota 
that  could  reasonably  be  demanded  from  it,  woxild  se- 
cure regularity  of  production,  and  woxild  be  a  court  of 
appeal  to  which  questions  from  individual  pits  could  be 
referred.  The  Pit  Committees  would  not  relieve  the 
nianager  of  his  legal  responsibility,  which  must  remain 
as  it  is  at  present.  But  they  would  assist  him  in  deal- 
ing with  questions  of  discipline,  of  health  and  safety, 
and  of  output.    They  would  suggest  improvements  in 
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methods  of  working  and  would  point  to  sources  of 
waste  which  could  be  removed.  They  would,  in  short, 
be  the  or^m  through  which  the  views  of  the  men  in 
each  particular  mine  found  expression,  and  through 
which  the  workers  took  their  e^iare  both  in  the  effective 
discharge  of  their  oblations  to  the  community  and  in 
the  control  of  the  conditions  upon  which  their  own 
well-being  depends. 

The  distributive  side  of  the  industry,  which  is  at 
present  in  anarchy,  would  undergo  a  corresponding 
reorganization.  The  privately  owned  trucks  (roughly 
600,000)  belonging  to  some  thousand  separate  collieries 
and  merchants,  which  are  empty  for  half  their  lives  and 
hamper  the  railways  with  needless  shunting,  would  be 
pooled  in  the  hands  of  a  pubUc  service,  and  would,  of 
course,  be  used  indifferently  for  all  collieries.  Instead 
of  household  coal  passing  through  the  hands  of  three 
or  more  distributors  before  it  reaches  the  consumer, 
the  District  Mining  Councils  would  arrange  to  supply 
the  local  authorities  in  the  area  allotted  them  with  their 
quota  of  coal,  and  the  local  authorities  would  distribute 
it  direct  to  the  household  consumer.  In  view  of  the 
almost  complete  helplessness  of  the  ordinary  household 
consumer  when  confronted  with  a  rise  of  price  in  the 
past,  and  of  the  well-known  fact  that  collieries  and  dis- 
tributors took  advantage  of  every  threatened  dispute  or 
cold  snap  to  r^se  prices  against  him,  there  is  some- 
thing cynically  comic  in  the  suggestion  that  he  has 
anything  but  an  immense  increase  in  influence  and  in 
power  of  self-protection  to  gain  from  public  ownership, 
accomi)anied  by  a  scheme  of  administration  such  as  ia 
suggested  above. 

This  is  the  intention.  What  probability,  however,  is 
there  that  it  will  be  realized  ?  The  first  rule  of  candid 
contivverfiy  should  be  to  treat  tmcertfunties  as  imcei^ 


^dbyGoogk- 


THE  BRITISH  COAL  INDUSTRY  99 

tain;  and  it  may  be  admitted  at  once  that  no  one  can 
promue  any  ^ven  result  as  the  certain  outcome  of  na- 
tionalization. Neither  CEin  be  ■promise  it  from  a  contin- 
uance of  private  ownership,  which  appears,  on  a  good 
deal  of  the  evidence,  to  be  running  down.  In  the  last 
30  yeare,  indeed,  private  ownership  would  appear  to 
have  changed  its  nature  in  certain  important  respects. 
The  concentration  of  management  in  the  hands  of  sal- 
aried <^cials,  the  development  of  a  science  of  mining 
engineering,  with  the  growth,  also,  of  a  profesdonal 
spirit  and  outlook  aa  its  natural  accompaniment,  the 
rise  of  a  strong  Minera'  Federation  commanding  more 
and  more  of  the  loyalty  and  allegiance  of  the  rank 
and  file  and  necessarily  subtracting  them  from  the 
owners,  the  creation  of  control  during  the  war  —  all 
these  changes  have  made  "nationalization"  and  "pri- 
vate ownership"  a  less  sharp  antithesis  than  it  was. 
Behind  the  formal  shell  of  Ein  outwardly  static  order, 
it  is  possible  to  discern  the  germs  of  a  new  system  of 
relations.  There  is  a  sense,  nevertheless,  in  which  all 
lai^  political  and  social  changes  are,  and  must  be  "a 
leap  in  the  dark."  Whether  it  is  wise  to  leap  or  not 
cannot  be  formally  demonstrated.  It  involves  an  act  of 
judgment  on  numerous  factors  which  are  not  susceptible 
of  precise  measurement.  Among  them  is  the  security 
and  comfort  of  the  poation  hitherto  occupied.  When 
the  earth  is  quaking  or  the  roof  crumbling,  the  rash 
man  is  not  he  who  leaps  but  he  who  does  not. 

Those  who  propose  a  change  as  considerable  as  that 
rec<munended  by  Mr.  Justice  Sankey  are  under  an  obli- 
gation to  show,  however,  that  they  have  not  ignored 
the  dai^ers,  but  have  estimated  them  coolly  and  made 
provision  for  avoiding  them.  The  most  general  criti- 
cism brought  against  public  services  is  that  they  tend 
to  be  overcentraUzed  and  top-heavy,  to  paralyze  ini- 


^dbyGoogle 


100  QUARTERLY  JOURNAL  OF  BC0N0MIC8 

tiative  and  to  conceal  respon^bility,  to  play  for  safety 
and  to  avoid  risks,  to  hold  their  own,  not  by  ability,  but 
by  the  mere  weight  of  obstructiveness,  to  offer  medi- 
ocrity the  protection  of  a  system  in  which  torpor  is 
oi^anized,  and  against  the  leaden  inertia  of  which  both 
the  man  of  creative  talent  and  the  consuming  public 
rage  in  vain.  Some  of  these  faults  are  the  defects  of  all 
lai^e-scale  organizations,  whether  public  or  private: 
one  must  not  expect  from  an  elephant  the  agility  of  a 
flea,  or  from  an  army  corps  the  mobility  of  a  guerilla 
band.  If,  compared  with  the  village  carrier,  a  railway 
company  and  the  post  office  have  the  defects  of  their 
qualities,  they  also  have  the  qualities  of  their  defects. 
On  the  other  hand,  there  is  enough  truth  in  ttie  indict- 
ment to  make  any  person  of  caution  think  twice  before 
increadng  the  scale  of  budness  organization,  unless  he 
can  see  his  way  to  prevent  the  economies  of  unification 
being  neutralized  by  the  drawbacks  of  overcentraliz&- 
tion.  Both  are  normally  real  enough.  The  problem  is 
to  secure  as  nuuiy  as  possible  of  the  former  while  ad- 
mitting as  few  as  possible  of  the  latter.  To  put  it  con- 
cretely, the  facts  which  faced  Mr.  Justice  Sankey  were 
(a)  the  admitted  "waste  and  extravagance"  of  indi- 
vidual ownership;  (6)  the  improbabihty  that  the  fric- 
tion between  mine  workers  and  owners,  with  all  its 
resultant  social  and  economic  evils,  would  be  termi- 
nated under  the  present  system.  His  task  was  to  de- 
vise an  organization  which  would  introduce  a  more 
economical  system  of  production  and  distribution,  which 
would  cause  the  mine  workers  to  throw  their  weight  on 
the  side  of  efficiency  Eind  prepress,  and  which  would 
secure  these  advantages  without  dissipatii^  them  by 
submitting  the  industry  to  the  dangers  of  bureaucratic 
paralysis.  The  problem  is,  in  fact,  the  familiar  one  of 
making  a  constitution.  Mr.  Justice  Suikey  had  to 
draft  its  fundamentals. 
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His  first  solution  was  a  familiar  ooe.  It  was,  in  effect, 
federalisin.  The  word  is  not  used,  of  course,  in  any 
technical  sense.  But  it  suggests  aptly  the  difference 
between  nationalization  as  usually  conceived  in  the 
past  and  nationalization  as  inteipreted  by  Mr.  Justice 
Sankey  in  terms  of  a  definite  constitution.  The  center 
<A  his  whole  pn^ram  is  the  District  Mining  Coun- 
cil, which  is  to  stand  for  decentralised  administration 
within  the  framework  of  a  national  system.  There  is 
no  question  of  "managing  the  industry  from  White- 
hall." The  characteristics  of  different  coal  fields  vary 
so  widely  that  a  manager  who  is  competent  in  one  may 
be  almost  helpless  in  another,  until  he  has  teamed  how 
to  deal  with  its  peculiarities.  There  will  be  a  division 
of  functions  and  powers  between  the  central  authority 
and  district  authorities.  The  former  will  lay  down 
general  rules  as  to  those  matters  which  must  neces- 
sarily be  dealt  with  on  a  national  basis.  The  latter 
wiU  administer  the  industry  within  their  own  districts, 
and  as  long  as  they  comply  with  those  rules  and  supply 
their  quota  of  coal,  tiiey  will  possess  local  autonomy  and 
will  follow  the  method  of  working  the  pits  which  th^ 
think  best  suited  to  local  conditions.  This  plan  is  in 
aeoraxiance  with  existing  mining  practice.  It  corre- 
sponds to  the  oifsanization  of  the  workers,  which  has 
the  coal  field  as  its  baeds  and  bond  of  union.  It  is  in 
line  with  the  spirit  and  tradition  of  English  \0a2X 
govenmient. 

In  the  second  place,  Mr.  Justice  Sankey'a  report  \asA 
considerable  emphasis  upon  the  need  oi  avoiding  in  a 
nationalized  coal  industry  some  of  the  characteristics 
which  have  hitherto  attached  both  to  private  industry 
and  to  state  departments.  On  the  one  hand,  there  is  to 
be  complete  publicity.  On  the  other  hand,  the  methods 
of  the  existii^  civil  service  in  recruiting  and  promoting 
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the  ■peraonml,  in  departmental  routine,  in  the  relation  of 
the  departments  to  the  Treasury,  are  not  to  be  f oUowed 
as  a  precedent.  The  first  point  is  one  which  should  need 
no  emphasis.  Publicity  vith  regard  to  costs  and  profits 
ifi  the  indispensable  foundation  of  all  other  reforms, 
whether  individualist  or  Bocialist.  The  reference  to  the 
civil  service  raises  j£eE»  difficult  problems.  The  habit 
which  obt^ed  in  England  nearly  fifty  years  ago,  and 
which  is  still  perhaps  not  wholly  dead  in  America,  of 
speaking  of  a  civil  servant  as  a  man  who  is  a  fool  only 
because  he  is  too  incompetent  to  be  a  knave,  may  be  dis- 
missed with  other  common  forms  of  controversy  as  be- 
neath serious  attention.  Most  observers  would  agree 
that  the  British  civil  service  does  the  work  entrusted  to 
it  with  a  zeal  and  efficiency  not  inferior  —  to  put  it 
mildly  —  to  those  shown  in  private  industry.  But  that 
is  only  half  the  issue.  The  work  for  which  it  has  hitherto 
been  designed  is  not  the  administration  of  industry,  and 
it  is  quite  reasonable  that  doubts  should  be  entertained 
of  its  efficiency  in  an  rnifamiliftr  field.  Granted,  how- 
ever, that  the  existing  services  are  recruited  and  trained 
for  work  of  another  kind,  is  there  anything  to  prevent 
a  new  tj^pe  of  service  being  recruited  to  handle  a  new 
problem?  On  that  point  the  most  impressive  evidence 
submitted  to  the  Coal  Industry  Commission  came  from 
Lord  Haldane,  who,  as  Minister  of  War,  had  organized 
a  great  administrative  service.  What  he  sud,  in  effect, 
-  was  that  the  public  could  secure  such  a  ■personnel  and 
such  an  administrative  system  as  it  pleased,  provided 
it  would  take  the  trouble  to  train  the  former  to  ^ow 
the  qualities  of  initiative  and  responsibiUty  required 
for  tJie  conduct  of  industry,  and  to  organize  the  latter 
in  such  a  way  as  to  ^ve  those  qualities  free  play.  If, 
he  argued,  exyrit  de  corps,  initiative,  professional  zeal, 
can  be  developed  by  training  in  a  body  of  men  who  are 
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to  become  regimental  officers,  they  can  be  developed 
equaUy  among  men  who  axe  to  be  in  chai^  of  collieries. 
In  short,  the  character  of  a  service  is  not  a  fixed  quan- 
tity. Ite  morale  may  be  high  or  low.  Which  it  shall 
be  is  largely,  tho  no  doubt  not  wholly,  within  human 
control.  In  the  course  of  the  last  hundred  years,  Brit* 
ish  municipaUties  have  been  tranaformed  from  the 
corrupt  ohgaichies  of  1820  to  bodies  which  handle 
complex  questions  by  means  of  a  numerous,  and  on 
the  whole,  efficient  and  pubUc-spirited  personnel.  It  is 
arguable,  at  least,  that,  if  the  same  result  is  desired  in 
industry,  the  same  result  can  be  achieved. 

These  elements  in  Mr.  Justice  Sankey's  scheme  were 
intended  to  meet  some  of  the  conventional  objections 
to  the  policy  of  public  ownership.  There  was  another 
feature  in  it,  however,  which,  tiio  also  intended  to  be 
a  safeguard  against  bureaucracy,  was  in  reality  much 
more  than  that,  and  on  the  effect  of  which,  indeed,  the 
success  oi  the  ^ole  policy  to  no  small  extent  depends. 
Behind  all  the  technical  defects  in  the  organization  cd 
the  industry  hes  a  fact  of  ethics  or  psychology  or  human 
nature,  which  in  significance  outweighs  them  all  —  the 
distrust,  sharpening  to  dislike,  which  it  arouses  in  the 
minds  of  a  growii^  ntunber  of  miners.  Behind  all  pro- 
posals for  nationalization  lies  one  general  question  of 
quite  capital  importance  —  what  is  likely  to  be  the  atti- 
tude of  the  mine  workers  to  the  new  order? 

The  criticisms  of  the  industry  as  at  present  conducted 
which  the  Federation's  witnesses  laid  before  the  Com- 
mission were  almost  imintelligible,  it  may  be  suspected, 
to  many  of  those  who  heard  or  read  them.  That  was 
not  the  fault  of  the  witnesses,  who  q>oke  with  admirable 
candcff  and  lucidity.  It  was  due  to  the  fact  that  the 
assumptions  from  which  they  started  were  foreign  to 
the  ideas  of  most  business  men,  and  have  only  gradually 
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been  becomii^  ^cplicit  in  the  minds  of  working  people. 
To  the  former,  it  nonnally  seems  eelf-«videDt  that  tiie 
government  of  industry,  involving  direction  of  those 
working  in  it,  should  be  vested  in  the  hands  of  tlte 
owners  of  the  capital.  Whether  the  owner  be  a  body 
of  shareholders  or  (by  some  evil  clumce)  the  state,  it 
is  for  him  to  give  ordera  and  for  the  workmen  to  carry 
them  out.  The  latter  are  feelii^  their  way  to  a  view  of 
industry  under  which  "management"  will  no  longer 
be  the  exclusive  function  of  the  property  owner  or 
his  agents,  and  the  line  between  "management"  and 
"labor"  will  be  redrawn.  This  was  the  meanings  to 
give  one  example  —  of  Uie  statement  of  the  very  leveU 
headed  and  experienced  secretary  of  the  Northimiber- 
land  Miner's  Association,  that  what  the  mines  are  really 
demanding  is  not  merely  better  conditions,  but  "free- 

'  dom"  and  "responsibihty."  It  would  be  a  mistake  to 
underestimate  the  significance  of  these  phrases  merely 
because  they  are  vague;  phrases  not  much  more  pre- 

'  else  have  made  revolutions  and  are  enshrined  in  famous 
constitutional  documents.  What  they  amount  to  is 
something  in  essence  fairly  simple.  The  mine  workers 
—  or  a  determinii^  minority  of  them  —  feel  that  the 
administration  of  the  industry  by  the  agents  of  share- 
holders for  the  pecuniary  gain  of  shareholders  involves 
the  control  of  their  working  lives  by  a  comparatively 
small  number  of  persons  for  ends  and  by  means  with 
regard  to  which  they  are  not  consulted.  They  believe 
that,  in  virtue  of  their  practical  experience,  they  can 
make  important  contributions  to  the  program  of  their 
industry,  and  that  these  contributions  are  frequently  not 
welcomed  by  the  management  today. 

The  practice  outcome  of  this  point  of  view  was  that 
while  one  section  of  opinion — that  of  the  owners — was 
opposed  to  centralized  uid  bureaucratic  administration 
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on  the  ground  that  it  wae  unfavorable  to  efficiency, 
another,  that  represented  by  the  miners  themselves, 
declared  that  it  woiild  not  meet  the  workers'  de- 
mand for  a  higher  professional  status  and  a  share  in 
the  government  of  the  industry.  The  demand  of  the 
Federation  was  that  one-half  the  membership  of  the 
bodies  controUing  the  industry  should  be  chosen  by 
its^.  Mr.  Justice  Sankey  proposed  that  the  mine 
workers  should  nominate  on  the  District  and  National 
Mining  Councils  one-third  of  the  members,  and  10  out 
of  13  members  to  the  Fit  Committees.  The  precise 
proportion  in  which  different  interests  are  to  be  repre- 
sented is  obviously  a  matter  of  degree.  The  significant 
point  is  Mr.  Justice  Sankey's  recognition  of  the  de- 
mand for  a  share  in  "control"  as  inherently  reasonable, 
and  indeed  the  inevitable  result  of  social  and  educa- 
tional changes.  He  gave  it  as  one  capital  reason  why 
mere  unification,  without  public  ownership,  would  not 
meet  the  situation:  "A  great  change  has  come  over 
the  workers  in  the  coal  fields,  and  it  is  beccNmii^  in- 
creasingly difficult  to  carry  on  the  industry  on  the  old 
accustomed  lines.  The  relationship  between  the  mas- 
ters and  workers  in  most  of  the  coal  fields  of  the  United 
Kingdom  is,  unfortunately,  of  such  a  character  that  it 
seems  impossible  to  better  it  under  the  present  system 
of  ownership.  Many  of  the  workers  think  they  are 
working  for  the  capitalist,  and  a  strike  becomes  a  con- 
test between  labor  and  capital.  This  is  much  leas 
likely  to  apply  with  the  state  as  owner  and  there  is 
fair  reason  to  expect  that  the  relationship  between 
labor  and  the  community  will  be  an  improvement  upon 
the  relationship  between  labor  and  capita  in  the  coal 
fields.  Half  a  century  of  education  has  produced  in  the 
woikeiB  in  the  coal  fields  far  more  than  a  desdre  for  the 
material  advantages  of  higher  wages  and  shorter  hours. 
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They  have  now,  in  many  cases  and  to  an  ever-increaa- 
ing  extent,  a  higher  ambition  of  taking  their  due  share 
,  and  interest  in  the  direction  of  the  industry  to  the  suc- 
cess of  which  they,  too,  are  contributing." 

To  some  these  words  will  seem  absurd^  to  others 
prophetic;  this  is  not  the  place  to  argue  about  ulti- 
mates.  If,  however,  the  machinery  of  Pit  Committees, 
District  Councils  aud  National  Mining  Councils  seem 
imduly  elaborate,  it  may  be  pointed  out. that  it  must 
be  read  as  in  part  an  attempt  to  meet  this  new  demand. 
It  is  complex,  in  fact,  only  as  democracy  is  usually 
more  complex  than  an  absolute  and  centralized  govern- 
ment. The  individual  workman  will  know  that  the 
authority  responsible  for  administering  the  industry 
consists,  in  part,  of  men  with  the  same  experience  as 
himself,  and  that  he,  by  his  own  si^estions  and  criti- 
cisms, can  improve  the  working  conditions  and  effi- 
ciency of  his  own  pit.  The  oi^anization  of  which  he  is 
a  member  will  no  loiter  be  concerned  solely  with  re- 
sistii^  reductions  or  securing  advances.  It  will  form 
part  of  the  government  of  the  industry,  and  will  thus 
be  in  a  position  to  assume,  as  it  cannot  now,  a  prafes- 
sional  responsibility  for  the  quality  of  the  service. 

The  advantages  of  increased  safety,  leisure,  security 
of  employment,  health  and  comfort,  are  not  the  only 
benefits  by  which  such  a  change  in  status  will  be  ac- 
companied. Nor  is  it  only  for  the  sake  of  the  mine 
workers  that  such  Ein  organization  is  recommended. 
Those  who  advocate  it  would  ai^e  that  it  is  at  least 
as  desirable  for  the  sake  of  the  consumer,  on  whom 
after  all  the  burden  of  the  pr^ent  situation  ultimately 
rests.  "The  truth  is,"  they  would  say,  "that  as  far  as 
the  coal  industry  is  concerned  the  old  r^me  is  break- 
ii^  down.  The  discipline  upon  which  it  relied  to  se- 
cure efficiency  depended,  in  the  last  resort,  upon  the 
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ability  of  the  management  to  enforce  its  will  by  the 
threat  of  dismissal,  which  meant  in  effect  (the  it  may 
be  admitted  with  reluctance)  by  an  appeal  to  hunger 
asA  fear.  Whatever  the  ethical  qualitiee  of  that  order 
of  relationships,  it  had  at  any  rate  one  genuine  merit. 
It  woriffid.  Today  it  is  working  no  loi^r.  It  is 
working  no  longer  because  a  generation  of  organiza- 
tion and  educatioD  has  destroyed  the  psycholo^cal 
foundations  which  made  it  possible.  That  fact  may 
not  be  susceptible  of  statistical  proof.  But  it  is  a  fact 
nevertheless,  and  the  course  of  wisdom  is  neither  to 
praise  it,  nor  to  denoimce  it,  but  to  recc^nize  and  act 
upon  it.  Productive  efficiency  is  indispensable.  If  it 
can  no  longer  be  secured  by  one  type  of  discipline,  it 
must  be  secured  by  another.  The  alternative  to  the 
discipline  imposed  till  recentiy  with  success  by  the 
owners  is  the  discipline  of  profesfflonal  pride  and  re- 
sponsibility imposed  by  the  workers  on  themselves.  If 
the  mine  workers  are  stroi^  enough  to  enforce  negative 
and  defensive  restrictions,  they  must  go  further  and 
undertake  positive  obligations.  They  must  occupy  the 
position  of  partners  in  a  communal  enterprise,  and 
have  the  power  needed  to  dischai^  the  obligations 
which  that  position  entails."  If  that  interpretation  of 
the  present  impale  contains  any  elements  of  truth,  it 
is  obviously  of  some  importance.  It  is  for  each  student 
of  the  problem  to  decide  for  himself  whether  it  does. 

R.  H.  Tawney. 
London,  Enqund. 
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TAXES  ON  PROPERTY  AND  PROPERTY 

INCREMENTS  IN  ITALY 

StJMMAEY 

I.  Introductory;  the  plan  of  September,  1919. — II.  The  tax  on 
inoremente  of  property,  112.  —  Scale  of  rates,  114.  —  III.  The  tax  on 
property,  aa  propoaed  in  November,  I9I9, 119.  —  IV.  The  tax  on  prop- 
erty in  its  present  form;  general  oharacterietics,  120.  —  Scale  of  rates, 
122.  —  In  essentiala,  an  extraordinaiy  levy,  123.  —  Eiemptionfl,  126.  — 
Valuation;  real  property,  128.  —  Buaness,  129. -— SecuritiM,  129. — 
Allowance  for  debta,  131.  —  Presumptive  valuations,  135.  —  Penalties, 
187.  —  Conduaion,  138. 

I.  Intboductort 

For  an  understanding .  of  Italy's  tax  prc^ram  it  is 
necessary  to  know  something  of  the  preliminary  stages 
of  the  measures  finally  enacted .  By  a  decree  of  the  Minis- 
try of  Finance  (Jxily  29,  1919,  No.  7632)  a  commisaon  > 
was  appointed  to  present  to  the  government  a  plan  for 
an  Kttraordinary  tax  on  property.  The  only  limitations 
laid  down  by  the  government  were  that  the  smaller 
properties  were  to  be  exempt  and  the  tax  was  to  weigh 
more  heavily  on  properties  formed  and  increased  in 
consequence  of  the  war.  In  August  the  commiasdon  held 
some  ten  sessions  and  reached  certain  conclusions  which 
a  sub-committee  was  instructed  to  formulate  into  a  pro- 
jected law.  Toward  the  end  of  September  the  sub- 
committee presented  its  plan,  which  contained  two 
important  features:  one,  an  obligatory  or  forced  loan; 
the  other,  a  tax  on  the  increases  of  property  durii^  the 
war. 

■  Of  thb  cDmmiHi™  the  writtir  erf  ths  pnHnt  utida  wM  k  mambv. — Sdilar: 
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According  to  the  proviedons  of  the  proposed  forced 
loan  all  taxpayers  possessii^  property  in  excess  of  20,- 
000  lire  were  to  make  loiuiB  to  tiie  state.  These  loans 
increased  progressively  as  the  amount  of  the  property 
increased.  Five  per  cent  of  the  amount  possessed  was 
allotted  to  properties  of  20,000  lire,  the  percentage  in- 
creasing until  40  per  cent  was  demanded  from  those  of 
100,000,000  lire  or  more.  In  return  for  this  compulsory 
payment  the  contributor  was  to  receive  an  equivalent 
in  tax  free  bonds  bearing  interest  at  1  per  cent  a  year 
and  redeemable  within  a  period  of  seventy  years, 
b^inning  January  1,  1920. 

The  present  value  of  the  securities  offered,  taking  the 
standard  of  interest  of  5  per  cent  as  a  bads,  was  one- 
third  of  the  face  value,  i.  e.,  the  burden  of  the  tax  was 
about  67  lire  for  every  100  lire  paid.  However,  the  tax- 
payer was  given  the  option  of  either  contributing  the 
full  amount  of  the  assessment  and  receivii^  in  return 
the  1  per  cent  certificates  or  paying  66.66  per  cent  of  the 
assessment,  once  for  all,  with  no  promise  of  reimburse- 
ment. Clearly,  the  forced  loan  was  merely  a  matter  of 
form.  Actually,  the  plan  provided  for  an  extraordinary 
tax  on  property  equal  to  two-thirds  of  the  declared 
rates,  while,  if  the  taxpayer  were  so  inclined,  he  might 
subscribe  voluntarily  to  the  remaining  one-third. 

The  second  part  of  the  proposal  called  for  a  tax  upon 
the  increases  of  property  in  excess  of  20,000  lire,  which 
had  appeared  during  the  war  period.  To  secure  ease  of 
administration,  such  increases  were  considered  equal  to 
the  war  profits  obtained  between  August  1,  1914  and 
December  31,  1919.  The  tax  was  to  apply  not  only  to 
the  profits  derived  from  manufactures,  commerce,  and 
brokerage  business  —  incomes  which  had  been  subject 
to  the  war  profits  tax  —  but  to  increased  income  from 
other  sources  such  as  the  profesdons,  cultivation  of  land 
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by  the  owner  and  the  like,  which  had  not  been  subject  to 
the  war  tax.  Only  the  excess  beyond  ordinary  income 
was  to  be  considered  a  taxable  increase,  and  in  no  case 
was  the  increase  to  be  taxed  unl^s  it  amounted  to  20,- 
000  lire.  Provision  was  made  for  nimierous  exemptions, 
and  detailed  rules  were  given  for  the  calculation  of  war 
profits.  Upon  the  increases  finally  ascertained  the 
same  schedule  of  rates  was  to  apply  that  held  in  the 
extraordinary  tax  on  property  ■ —  5  per  cent  to  40  per 
cent  for  increases  ranpng  from  20,000  lire  to  100,000,000 
Jire. 

The  two  taxes  were  not  exclusive.  One  who  had  ac- 
cumulated a  fortune  dxiring  the  war  peiiod  would  be 
subject  both  to  the  tax  on  property  and  the  tax  on  tiie 
increase  of  property. 

Both  of  the  taxes  were  due  on  January  1,  1920,  but 
provimoD  was  made  for  payment  in  installments.  The 
forced  loan  might  be  met  by  from  4  to  8  annual  pay- 
ments, the  larger  number  brang  governed  by  the  pro- 
portion real  estate  bore  to  the  entire  property.  In  very 
exceptional  cases  payment  might  be  extended  over  12 
annual  installments.  The  tax  on  the  increase  of  prop- 
erty could  be  paid  in  3  annual  installments.  In  both 
cases  simple  interest  at  5  per  cent  a  year  was  required. 
The  relatively  short  period  over  which  the  two  taxes 
were  distributed  gave  them  the  appearance  of  a  levy  on 
capital. 

A  number  of  methods  were  presented  to  secure  cont- 
plete  valuations.  Taxpayers  were  required  to  declare, 
under  oath,  their  entire  property  and,  in  addition,  the 
Finance  Department  was  given  the  right  to  fix  a  pre- 
sumptive value,  based  on  external  indications  such  as 
the  amount  of  house  rent,  the  nimiber  of  servants,  tiie 
posseacdon  of  jewds  and  so  on.  Authority  was  provided 
for  the  official  valuation  of  land  and  buildings.  But  the 
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characteristic  feature  of  the  plan  was  the  method 
adopted  to  ensure  the  full  declaration  of  bearer  certifi- 
cates. These  securities  pronuBed  to  be  a  serious  stum- 
bling block  because  of  the  ease  with  which  they  could  be 
concealed.  It  was  proposed  that  they  should  be  taxed  at 
the  highest  rate,  40  per  cent,  irrespective  of  the  fortune 
of  the  taxpayers.  In  this  way,  it  was  thought,  a  method 
had  been  found  which  would  induce  the  transfer  of  such 
aecurities  to  the  repstered  form.  If  the  tranrfer  were 
made,  only  that  rate  would  be  exacted,  prestmmbly  less 
than  40  per  cent,  which  was  applicable  to  the  property 
really  possessed.  This  discriminating  rate  was  to  be 
collected  from  the  body  issuing  the  securities,  the  prov- 
ince, commime  or  company  recouping  itself  from  the 
owner. 

By  the  end  of  September,  1919,  the  main  features  of 
the  plan  were  generally  known  to  the  pubhc.  Great 
opposition  was  shown,  founded  especially  on  the  dis- 
turbance which  the  taxes  would  cause  in  dealii^^  in 
transferable  securities,  and  on  the  difficulties  which 
owners  of  land  and  buildings  would  encounter  if  obliged 
to  resort  to  forced  sales.  The  40  per  cent  tax  on  bearer 
certificates,  to  be  collected  from  the  issuing  foody  also 
aroused  fears,  altho  perhaps  not  well  foimded.  Finally, 
the  financial  authorities  faced  a  difficult  problem  in  the 
administration  of  the  tax  on  the  increase  of  property  in 
determining  and  verifying  the  incomes  declared  by  those 
not  reached  by  the  tax  on  war  profits,  especially  for  the 
eariier  years  of  the  war. 

For  these  reasons  the  government  decided  to  split  ihe 
or^nal  plan  into  four  parts;  each  independent  of  the 
oQiStB.  (1)  A  decree  of  November  24,  1919,  No.  2168, 
ordered  the  issuingof  a  voluntary  loan  at  5  per  cent  at  the 
price  of  87.50  lire.  This  loan  had  great  success.  While 
the  first  war  loan  (1915,  4}  per  cent)  had  furnished  the 
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State  the  sum  of  1,000,000,000  lire,  the  second  (1915, 4i 
per  cent)  the  sum  of  1,145,900,000  lire,  the  third  (1916, 
6  per  cent)  3,018,100,000  lire,  the  fourth  (1917,  5  per 
cent)  3,798,500,000  lire,  the  fifth  (1918,  5  per  cent) 
6,089,100,000  lire,  the  sixth  brought  in  20,000,000,000 
lire,  or  more  than  all  the  other  five  combined. 

(2)  An  extraordinary  tax  on  property,  regulated  by 
the  decree  of  November  24,  1919. 

(3)  A  tax  on  the  increase  of  property  obtained  on  ac- 
count of  the  war,  regulated  by  the  decree  of  November 
24, 1919. 

(4)  An  extraordinary  tax  on  dividends,  interest,  or 
premiums  paid  on  bearer  certificates,  regulated  by  the 
decree  November  24,  1919. 

It  may  be  as  well  to  say  at  once  that  the  second,  third 
and  fourth  of  these  provisions  have  been  superseded 
recently  by  new  decrees,  dated  April  22,  1920.  The  de- 
crees of  April  22,  1920  made  important  modifications  in 
the  decrees  of  November  24,  1919,  and  was,  in  a  meas- 
ure, a  return  to  the  original  plan  of  September,  1919. 

II.  The  Tax  on  Increments  of  Propertt 

The  proviaons  of  the  decrees  of  April  22,  1920  are  in 
force  today.  But  it  is  worth  while  to  indicate  the  funda- 
mental ideas  timt  inspired  the  legidator  in  those  of 
November  24, 1919,  and  especially  the  points  where  the 
later  decrees  differ  from  the  original  plan  of  September, 
1919,  and  from  the  decrees  of  April  22, 1920,  which  have 
taken  their  place.  I  shall  be^  by  explaining  in  a  few 
words  the  tax  on  the  increases  of  property,  which  on  the 
whole  preserves  the  original  form  even  after  the  modify- 
ing decree  of  April  22. 

The  plan  of  September,  1919  had  ^ven  up,  as  a  des- 
perate undertaking,  the  idea  of  finding  the  difference 
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between  the  two  properties  in  existence  on  August  1, 
1914,  and  December  31,  1919,  but  it  ordered  that  an 
account  should  be  made  of  the  profits  obtained  beyond 
the  ordinary  income  on  the  two  dates,  not  only  by 
manufacturers,  business  men,  brokers,  ah'eady  subjected 
to  the  tax  on  excessive  war  profits,  but  also  those  ob- 
tained  by  land  owners  who  cultivated  their  own  land, 
and  by  professional  men.  These  two  undertakings, 
however,  seemed  to  the  Financial  Administration  too 
difficult  to  be  carried  out  after  so  great  an  interval  of 
time,  when  it  would  be  difficult  to  secure  proof  regard- 
ing tiie  earnings.  The  result  was  that  the  decree  of 
November  24, 1919  regarded  as  an  increase  of  property, 
the  excess  profits  obtiuned  by  business  men,  manu< 
facturers  and  brokers;  those  excess  profits,  namely,  al- 
ready subject  to  the  tax  on  war  profits  which  In  Italy 
was  established  in  1915,  as  was  done  in  almost  all  the 
other  belligerent  states.  Consequently  the  tax  on  in- 
creases of  property  amoimts  to  no'thing  more  than  a 
surtax  upon  those  excesses  of  income  which  had  already 
been  subjected  to  the  tax  on  war  profits.  The  task  of  the 
Financial  Adnunistration  was  thus  amplified,  in  as  much 
as  the  information  already  obtained  for  the  purpose  of 
fixing  the  tax  on  war  profits  is  used  without  modifica- 
tion for  the  new  tax  on  increases  of  property.  All  that 
has  to  be  done  is  to  take  the  amount  of  the  excess  of 
income  already  ascertained  in  the  course  of  the  taxation 
of  war  profits,  to  subtract  from  it  the  tax  and  surtax 
already  paid  on  war  profits,  all  other  taxes  and  public 
burdens  that  had  not  been  taken  out  before,  and  the 
amounts  which  the  taxpayer  can  show  that  he  has  used 
for  charities,  for  civic  benefits,  education  and  other 
worics  of  a  public  character.  What  is  Ht  over  is  the  tax- 
able increase  of  property. 

Occasdonally  srane  addition  can  be  made  to  this  when, 
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in  the  case  of  any  taxpayer,  the  Financial  Administra- 
tion discovers  that  his  property  has  been  increased  after 
August  1,  1914,  by  the  acquisition  of  lands,  houses, 
Becurities  or  other  property,  and  there  is  reason  to  infer 
that  this  increase  is  derived  from  earnings  obtfuned 
through  manufactures,  buEoness  or  brokerage.  The  in- 
crease of  property  thus  ascertained  is  not  taxable  till  it 
reaches  the  sum  of  20,000  lire,  or  such  larger  sum  as  is 
equivalent  to  5  per  cent  of  the  original  property  of  the 
taxpayer;  the  orifpnal  property  is  regarded  as  that 
which,  for  the  purpose  of  imposing  the  tax  on  war 
profits  bad  been  regarded  as  capital  invested  for  the 
first  period  of  verification,  1914-16.  If  the  taxpayer  in 
that  first  period  was  not  engaged  in  manufactures,  or 
buuness,  or  brokerage,  tiie  amount  of  invested  capital 
ascertained  at  the  following  verification  is  regarded  as 
original  property. 

The  excess  beyond  20,000  lire,  or  beyond  the  larger 
figure  equal  to  5  per  cent  of  the  original  property,  con- 
stitutes the  taxable  increase  of  property.  For  manu- 
facturers and  business  men  the  increase  was  taxable, 
according  to  the  decree  of  November  24, 1919,  on  a  scale 
ranging  from  10  to  60  per  cent.  The  decree  of  April  22, 
1920,  increased  the  rates  from  10  to  80  per  cent  on  the 
following  scale: 


10%. 

20% 


70% 
80% 


on  the  portion  of  1  f  5  but  not  ei-   1  f  of  the  properly 
.  iocreue  excMdingJ  \  ceeding    10%/  I  of  the  taxpayer 


"  30% 

"  40% 

'  60% 

"  60% 

"  70% 


The  increases  of  property  obtained  by  brokers  could 
not  be  estimated  by  comparing  them  with  an  original 
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property,  because  in  the  greater  oumber  of  cases 
brokers  need  no  capital  to  carry  on  tiieir  buaness. 
Consequently  that  increase  is  exempt  which,  in  the  sum 
total  of  the  yearB  between  August  1,  1914  and  Decem- 
ber 31,  1919,  does  not  exceed  20,000  lire,  or  the  larger 
sum  equal  to  ^  of  the  ordinary  income  secured  by  the 
broker  before  the  war.  The  rest  is  conadered  taxable 
increase  of  property,  and  to  it,  according  to  the  decree 
of  November  24,  1919,  was  appUcable  a  progressive 
scale  of  from  10  to  60  per  cent.  The  decree  of  April  22, 
1920,  increased  for  brokers  the  maximum  of  the  rates  to 
80  per  cent  as  follows: 


10%. 


on  the  amoant  of 


}  «/10thibutnotlO/10th«{^^^^^ 


20%    ■ 

■    10/10 

■  20/10   ■    ■ 

30%    ■ 

ao/io 

■  30/10    ■   .■ 

40% 

30/10 

-  40/10 

«o%   ■ 

40/10 

-  60/10 

60% 

eo/io 

'  60/10 

70%    ■ 

60/10 

*  70/10 

80%    ■ 

70/10 

*  70/10 

By  way  of  example,  let  us  suppose  a  manufacturer 
who  had  in  the  first  period  an  invested  capital  of  1,500,- 
000  lire.  This  is  regarded  as  his  ori^nal  property. 
According  to  the  law  on  the  taxation  of  war  profits,  the 
ordinary  income  on  the  capital  invested  is  set  at  8  per 
cent,  which  in  this  case  makes  120,000  lire  a  year.  Let 
us  suppose  that  he  earned  in  the  period  1914-15,  250,- 
000  lire;  m  1916,  200,000  Ure;  in  1917,  320,000  lire;  m 
1918,  340,000  lire;  in  1919,  440,000  Ure;  for  the  whole 
period  of  the  war  the  manufacturer  earned  a  total  of 
1,750,000  lire.  From  this  sum  we  must  subtract  the 
ordinary  return  of  8  per  cent  on  the  invested  capital, 
namely,  170,000  hre  for  the  seventeen  months  of  the 
first  period,  and  120,000  lire  for  each  of  the  subsequent 
periods;  650,000  lire  in  aH.  This  is  the  income  which  is 


^dbyGoogle 


116  QVARTBRLY  JOURNAL  OP  ECONOMICS 

subject  to  the  ordinary  tax,  that  on  personal  property; 
a  tax  which  during  the  war  kept  increasdng  from  12  per 
cent  to  nearly  20  per  cent.  The  remaning  sum  of  1,100,- 
000  lire  constitutes  what,  in  our  statutory  lai^age,  is 
war  profits. 

These  profits  were  in  any  event  subject  to  tiie  tax  on 
war  profits,  established  as  early  as  1915,  and  arranged 
on  a  prc^res^ve  scale,  from  10  to  60  per  cent.  In  order 
not  to  compUcate  the  account  too  much  let  us  suppose 
that  this  tax  and  the  tax  on  personal  property  deprived 
the  taxpayer  of  a  third  of  tiie  sum  just  mentioned.  The 
taxpayer  has  therefore  paid  alr^idy  366,000  lire  in 
taxes;  there  remain  733,000  lire.  From  this  we  may  sub- 
bract  say  33,000  lire,  which  the  taxpayer  may  have 
proved  he  spent  in  benevolences,  civic  benefits,  educa- 
tion and  other  public  objects  during  the  period  of  the 
war.  The  remainder,  700,000  lire,  constitutes  finally  the 
taxable  increase  of  property. 

According  to  the  decree  of  April  22,  1920,  this  ijoh 
crease  of  700,000  lire  is  divided  into  the  following  frac- 
tions: 

The  first  fraction  of  5  per  cent  on  the  original  property 
of  1,600,000  lire,  namely  75,000  lire,  is  exempt  from 
taxation.  On  the  next 

6%  amountiiig  to  75,000  the  tax  is  10%,  eqiul  to    7,S0D 


10% 

■  76,000    ■ 

■    ■  20%       - 

■  16,000 

10% 

•  75,000    ■ 

■    ■  30%       • 

■  22,500 

10% 

"  76,00)    ■ 

•    •  «%       ■ 

■  30,000 

10% 

■  75,000    ■ 

■    ■  50%       ■ 

"  37,600 

10% 

-  75,000    ■ 

■    ■  60%       • 

■  45,000 

10% 

'  76,000    ■ 

■    ■  70%       ■ 

"  62,500 

the  remainder 

Total      390,000  lira 

In  all  therefore  the  taxpayer  pays  a  tax  of  290,000  lire 
OD  the  700,000  lire  of  increase  of  property. 
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This  example  may  be  considered  as  an  average  be- 
tween the  hghter  and  the  heavier  burdens  of  taxation 
which  result  from  the  method  adopted. 

The  tendency  of  the  whole  arrangement  obviously  is 
to  call  on  the  taxpayer  the  more  heavily  if  his  invested 
capital  is  small,  and  more  lightly,  when  the  capital  in- 
vested is  lai^.  This  brings  about  the  injustice,  observ- 
able in  the  legislation  of  other  countries  also :  enterprises 
depending  above  all  on  the  enei^  and  enterprise  of  the 
individual  manufacturers  and  business  men  are  over- 
taxed, while  those  which  at  the  begirming  had  a  large 
investment  in  the  plant,  and  which  before  the  war  ob- 
tained mediocre  results  or  were  even  losing  money  in 
relation  to  this  large  capital,  are  undertaxed.  We  may 
add  that  while,  in  the  Italian  tax  on  war  profits,  every 
transaction  is  considered  by  itself,  and  consequently  the 
percentage  of  taxation  tends  to  become  less  in  those 
cases  in  which  the  capital  invested  was  increased  in  suc- 
cesave  transactions,  on  the  other  hand  in  this  tax  on  the 
increases  of  property  the  ori^nal  property  is  always 
fixed;  equal,  that  is,  to  the  capital  invested  in  the  first 
taxation  period.  It  makes  no  difference  therefore  if  the 
taxpayer  who  had  an  orif^nal  invested  capital  of  1,500,- 
000  has  increased  it  to  5,000,000  or  10,000,000;  the  sum 
of  profits  obtained  is  always  compared  with  the  original 
coital  of  1,500,000  lire  in  applyii^  the  rates  of  the  tax. 

That  is  doubtless  a  mistake;  but  it  is  clear  that  the 
l^islator's  object  was  mainly  to  establish  a  tax  that 
could  be  applied  at  once  and  without  trouble,  by  mer^y 
turning  to  the  excess  profits  already  ascertained  for  the 
puipoee  of  the  war  profits  tax,  subtracting  from  them 
the  various  taxes  and  public  burdens  already  pud,  and 
levying  on  the  reddue. 

If  by  this  means  a  quick  application  of  the  tax  was 
obtained,  the  requirements  of  justice  for  the  taxpayer 


^dbyGoogle 


118  QUARTERLY  JOURNAL  OF  ECONOMICS 

were  not  satisfied.  Complaints  will  be  made  by  many 
taxpayers,  eqiecially  small  ones.  Popular  opinion  will 
continue  to  insist  that  the  Finance  Department  is  in- 
capable of  properly  taxing  the  war  profits.  The  general 
public,  which  pays  little  attention  to  le^slative  techni- 
calities, cannot  understand  the  reaaons  for  taxation  on 
the  basis  of  per  cents  on  the  capital  invested  and  on  the 
original  property.  It  looks  upon  fortunes  as  a  whole  and 
wishes  that  those  who  have  made  little  should  be  taxed 
lightly  and  those  who  have  made  much  should  be  taxed 
heavily. 

It  should  be  noted  finally  that  the  tax  on  the  increases 
of  property,  like  that  on  the  excess  profits  of  war,  to 
which  it  is  a  mere  addition,  has  no  personal  character. 
It  does  not  fall  upon  individual  taxpaj^ra  but  on  enter- 
prises that  produce  income.  It  does  not  regard  the  in- 
crease in  property  obtained  by  individuals,  but  that 
obtained  by  manufacturers,  merchants  and  brokers. 
Therefore  if  a  business  man  carries  on  his  business  alone, 
he  is  taxed  on  the  increase  in  property  which  he  has 
really  gained.  On  the  other  hand,  if  a  biudnesa  la  con- 
ducted by  a  joint  stock  company,  it  is  the  company  that 
pays  the  tax  and  not  the  partners.  Hence  it  will  happen 
that  the  holder  of  a  small  part  of  the  capital  of  a  cor- 
poration, whose  property  may  be  increased  by  a  very 
small  sum,  may  have  to  pay  the  s&rae  percentage  as  one 
who  owns  a  great  part  of  the  capital.  This  is  a  d^ect 
common  to  several  acts  of  le^slation  regarding  the 
taxation  of  the  excessive  war  profits. 
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III.  The  Tax  on  Properit  according  to  the 
Plan  of  November,  1919 

We  come  now  to  the  more  important  tax,  the  extrar 
ordinary  tax  on  property  properly  go  called. 

The  decree  of  November  24  differed  from  the  plan  of 
September,  1919,  in  that  it  substituted  for  an  extra- 
ordinary tax,  paid  once  for  all  on  January  1,  1920,  or 
distributed  for  convenience  in  payment  over  4,  6,  or  8 
years,  a  wholly  different  tax,  to  which  the  term  extrar 
ordinary  could  not  properly  be  applied. 

In  reality  it  was  made  a  matter  of  annual  taxes  con- 
tinuing for  thirty  years,  payable  at  proRressive  rates 
ranging  from  0.167  per  cent  for  properties  of  20,000  lire 
to  0.833  per  cent  for  properties  of  100,000,000  lire  and 
more.  In  substance  it  was  a  permanent,  supplementary 
tax  on  property,  which  performed  the  same  function  aa 
that  which  taxes  on  property  {ErgdrusungssteuetTi)  had 
exercised,  even  before  the  war,  in  most  of  the  Gennan 
states.  The  supplementary  tax  on  income  instituted  at 
the  same  time  (November  24,  1919,  to  take  effect  on 
January  1, 1921)  applied,  in  theory,  to  ^1  income  of  the 
taxpayer,  without  making  a  difference  between  the  por- 
tion of  the  income  that  was  derived  from  capital  and  the 
portion  derived  from  labor;  and  the  tax  on  property 
proposed  in  November,  was  virtually  a  permanent  re- 
adjustment of  the  income  tax,  having  for  its  object  the 
imposition  of  an  additional  burden  of  taxation  on  in- 
comes derived  from  capital.  It  is  true  that  Article  29  of 
the  decree  of  November  24  said  that  the  tax  was  extra- 
ordinary and  due  once  only,  in  the  ratio  of  5  per  cent  for 
properties  of  20,000  lire  up  to  25  per  cent  for  properties 
of  100,000,000  lire  and  more.    But  as  the  rate,  tho 
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nominally  single,  was  divided  into  thirty  equal  annual 
payments,  without  the  addition  of  interest  for  the  post- 
ponement, what  was  really  proposed  was  the  imposition 
of  a  permanent  extraordinary  tax,  payable  from  the  in- 
come of  the  property.  It  was  very  doubtful  if  a  tax  thus 
arranged  would  really  end  at  the  close  of  the  thirtieth 
year.  This  was  a  mere  promise,  like  so  many  others 
made  by  legislators  when  a  tax  is  introduced  for  the 
first  time. 

The  only  trace  of  "extraordinary"  character  in  the 
tax  on  property  of  November  24,  was  a  v^ue  promise 
made  in  Article  46,  announcing  a  future  decree,  to  be 
issued  by  the  Minister  of  Finance,  to  authorize  the  re- 
demption of  the  tax  on  property.  But  the  article  itself 
limited  the  redemption  to  each  of  the  four  periods  of  6, 
8,  8  and  8  years  into  which  the  thirty  year  period  was 
divided.  The  taxpayer  therefore  did  not  have  the  choice 
of  paying  once  for  all  the  amount  of  the  tax  on  property 
for  the  thirty  years,  as  would  have  been  logical  if  the  tax 
had  really  had  the  character  of  an  extraordinary  levy 
on  capital,  but  had  only  a  power  of  redemption  re- 
stricted to  each  one  of  the  four  periods.  So  that  the  tax- 
payer might  in  the  first  year  redeem  (pay  in  full)  the  tax 
for  the  first  six  years,  in  the  seventh  year  the  tax  due  for 
the  second  period  of  eight  years,  and  so  for  the  succeed- 
ing periods. 

Those  who  fought  for  the  establishment  of  an  extra^ 
ordinary  tax  on  property  criticized  severely  the  decree  of 
November  24,  1919,  as  soon  as  it  was  made  public,  as- 
serting that  the  tax  established  by  this  decree  was 
wholly  different  from  that  which  the  government  had 
announced  before.  The  present  writer  never  favored  a 
levy  on  capital,  properly  so  called,  and  therefore  cannot 
agree  with  the  criticisms  made  on  the  decree  of  Novem- 
ber 24,  on  this  subject.   What  seemed  a  defect  to  the 
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critics^  was  in  reality  a  good  feature.  Tho  the  immediate 
returns  from  the  tax  might  be  smaller,  the  final  and 
permanent  returns  would  in  the  long  run  become  im- 
portant; and  the  establishment  of  an  integral  tax  on 
property  is  necessary  in  the  new  system  of  taxation  in 
which,  in  addition  to  the  differentiated  taxes,  a  tax  is 
established  on  the  total  income  of  the  tax  payer,  with  no 
distinction  on  account  of  the  nature  of  the  income. 


IV.  The  Tax  on  Propeett  in  its  Present  Form 
General  Characteristics 

Altho  the  criticisms  made  against  the  plan  of  Novem- 
ber 24  were  of  little  weight,  they  finally  became  so 
strong  that  the  Italian  government  was  obUged  to 
modify  the  system  first  established,  even  before  it  went 
into  effect.  In  the  decree  of  April  22,  1920,  the  basis  of 
taxation  was  changed  in  a  marked  manner,  reverting  in 
part  to  the  original  idea  of  the  plan  of  September,  1919, 
of  an  extraordinary  tax  on  property  possessed  by  the 
taxpayer  on  January  1,  1920.  I«t  us  now  diamine  the 
arrangements  of  this  decree,  which,  at  the  moment  that 
I  am  writing,  is  the  basis  of  taxation. 

The  tax  then  has  become  again  a  true  extraordinary 
tax  to  be  levied  on  property,  which  has  been  valued 
once  for  all  on  January  1,  1920.  With  the  object  of 
Fnftlring  the  payment  easier  for  the  taxpayers,  the 
amoimt  of  the  tax  is  divided  regularly  into  20  annual 
payments,  as  may  be  seen  in  the  following  table.  On 
account  of  strong  complaints  by  the  most  influential 
pcditical  parties,  the  exempt  limit  was  raised  from  20,000 
lire  to  50,000  lire. 

The  amount  of  the  tax  (to  be  paid  within  twenty 
years)  is  determined  on  the  baas  of  the  following  scale: 
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0,000  lira,    4.S0%  in  oil,  at  the  nta  of  0.2! 


100,000 

200,000 

600,000 

1,000,000 

2,000,000 

5,000,000 

10,000,000 

20,000,000 

fiO,000,000 

100,000,000    '  and  more,  60%, 


6.61%  ■    •    ■ 

6.98%  "    ■    • 

9.33%  -    •    • 

11.62%  ■    "    ' 

14.48%  ■    ■    ■ 

19.36%  "    ■    ■ 

24.11%  •    •    • 

30.08%"    '    • 
40.141!;  "    «     • 

0.467%  ' 
0.681%  ■ 
0.724%  ■ 
0.968%  ■ 
1.205%  ' 
1.501%  • 
2.007%  ■ 

2.500%  ■ 


For  properties  between  50,000  and  100,000  lire,  that 
are  taxable,  fractions  of  a  thousand  lire  up  to  500  lire 
inclusive  are  neglected ;  those  above  500  lire  are  rounded 
out  to  1,000  lire.  In  like  manner  for  those  higher  than 
100,000  and  up  to  200,000  hre,  the  rounding  process  is 
by  units  of  2,000  lire: 

Above       200,000  to       600,000  by  unite  of         5,000 


600,000  " 

1,000,000   ■     • 

10,000 

1,000,000  " 

2,000,000    "       ■ 

20,000 

2,000,000  " 

6,000,000    "      " 

60,000 

5,000,000  ■ 

10,000,000    ■      " 

100,000 

10,000,000  " 

20,000.000    "      ' 

200,000 

20,000,000  ■ 

50,000,000    ■      ■ 

600,000 

60,000,000 

'     ' 

1,000,000 

In  explanation  of  the  scale  of  the  tax,  it  should  be  said 
that  the  properties  indicated  above  are  used  merely  as 
examples.  The  government  has  published  a  table  cover- 
ing each  intermediate  property,  between  the  figures 
used  above,  taking  into  account  likewise  the  roundings 
off. 

The  ratios  falling  on  intermediate  properties  have 
been  calculated  according  to  the  formula  {^ven;  so  that 
the  increases  in  the  scale  of  ratios  appear  without 
noticeable  leaps.  From  the  technical  point  of  view  the 
system  adopted  is  good,  and  represents  a  notable  im- 
provement when  compared  with  other  methods  of 
graduating  taxes. 
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At  first  dght  the  substitution  of  twenty  for  thirty 
years  does  not  seem  to  transform  the  pennanent  tax  on 
property  of  the  decree  of  the  24th  of  November  into  a 
true  extraordinary  tax  or  levy  on  capital;  but  that  there 
is  a  real  alteration  in  that  direction  is  deduced  from 
several  considerations: 

1.  The  twenty  year  period  is  that  ordinarily  im- 
posed. But  if  it  turns  out  that  the  property  con^ts, 
to  the  extent  of  at  least  60  per  cent,  of  personal  prop- 
erty, the  tax  must  be  paid  within  ten  years  instead  of 
twenty,  the  taxpayer  being  allowed  interest  at  5  per 
cent.  Thus  there  will  be  two  classes  of  taxpayers;  those 
whose  property  consists  chiefly  of  lands  and  houses,  who 
will  pay  in  twenty  years,  and  this  on  account  of  the 
greater  difficulty  of  disposing  of  their  lands  and  houses; 
and  those  whose  property  chiefly  consists  of  personalty 
(public  securities,  shares  and  bonds  of  companies,  mer- 
chandise, credits)  who  are  obl^ed  to  pay  the  tax  within 
ten  years; 

2.  There  is  no  longer  any  revision  of  properties  or 
distinction  of  periods.  The  basis  of  taxation  is  fixed  for 
the  entire  period  of  twenty  years,  and  that  basis  is  the 
property  on  January  1,  1920.  Consequently,  if  a  tax- 
payer should  die,  his  heirs  will  continue  to  pay  a  pro- 
portionate part  of  the  tax  of  the  deceased,  and  there  vrill 
be  no  addition  of  the  sum  inherited  to  the  properties  of 
the  heirs; 

3.  As  the  taxable  basis  remains  fixed,  the  tax  may  be 
redeemed,  and  Article  46  distinctly  authorizes  redemp- 
tion, crediting  the  taxpayer  with  compound  interest  at 
the  rate  of  6  per  cent  a  year  for  the  number  of  years  for 
which  payment  is  anticipated. 

The  redemption  of  the  tax  may  take  place  at  once,  or 
at  any  moment  in  the  periods  of  twenty  or  of  ten  years. 
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Svbject  and  Object  of  the  Tax 

In  principle  the  tax  is  payable  by  individuals  and  by 
collective  bodies.  But  the  taxation  of  corporations, 
conuuercial  societies,  and  other  bodies  takes  place  only  in 
those  cases  where  the  property  cannot  be  divided  among 
the  shareholders  or  other  participants.  Thus  for  ex- 
ample the  tax  does  not  apply  to  societies  having  shares, 
but  instead  the  shareholders  are  subject  to  it  for  the 
shares  that  they  possess.  Partnerships  and  the  like 
must  also  declare  their  property,  but  only  with  the 
object  of  informing  the  financial  authorities  of  the  value 
of  the  individual  amounts  belonging  to  the  partners, 
each  one  of  whom  will  be  taxed  separately.  The  society 
or  partnership  is  obliged  to  pay  the  tax  only  when  the 
individutd  has  become  insolvent.  Exempt  from  the  tax 
are  all  public  bodies:  the  Italian  state,  the  administra- 
tions dependent  on  the  state,  foreign  states,  the  prov- 
inces, the  communes  and  municipalities,  consortiums 
and  other  public  organizations,  charitable  and  educa- 
tional institutions.  A  few  collective  bodies,  like  savings 
banks  and  agricultural  banks  are  subject  to  direct  taxar 
tion.  It  would  have  been  impossible  to  apply  to  these 
the  progressive  ratio  explained  above,  inasmuch  as  the 
taxpayer  lacks  the  characteristic  of  a  person  enjoying  an 
income;  therefore  the  tax  was  fixed  at  the  rate  of  0.80 
per  cent  a  year  for  twenty  years.  The  same  plan  (except 
that  the  rate,  1.20  per  cent  a  year,  is  greater)  applies  to 
foreign  societies  operating  in  Italy  as  r^;ards  that  por- 
tion of  their  property  that  cannot  be  allocated  among 
the  individual  partners  or  shareholders  of  the  society. 

The  payers  of  the  extraordinary  tax  on  property  are 
exclumvely  individuals.  The  tax,  in  contradistinction  to 
that  imposed  at  the  same  time  by  the  income  tax  falls 
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Upon  the  individual  and  not  upon  families;  i.  e.,  the 
property  of  the  hiisband  is  not  added  to  that  of  the  wife. 
On  the  other  hand,  that  of  parents  and  other  ascendants 
is  added  to  that  of  sons  and  of  descendants,  but  only 
when  the  sons  and  the  descendants  live  together  with 
their  parents  and  have  in  common  with  them  labor  and 
the  enjoyment  of  property;  and  further,  for  that  part 
only  of  the  property  of  the  children  or  descendants 
which  has  been  given  or  sold  to  these,  after  August  1, 
1914,  by  the  parents  or  ascendants  themselves.  The 
children  are  taxed  personally  and  separately  for  what- 
ever property  they  may  have  received  by  inheritance  or 
^t  from  other  persons,  and  for  that  which  they  have 
accumulated  by  their  own  earnings.  The  dowry  of  the 
wife  is  considered  as  a  part  of  the  property  of  the  wife 
herself  and  is  taxed  separately  from  the  property  of  the 
husband. 

There  is  a  difference  in  the  taxation  of  citizens  and  of 
foreigners.  The  citizen  owes  taxes  on  all  his  property 
dtuated  within  the  state,  and  also  on  all  property  ratu- 
ated  outside  the  state  which  has  been  acquired  by  him 
since  August  I,  1914.  The  Italian  citizen  is  exempt, 
whether  he  dwells  in  Italy  or  in  foreign  parts,  on  that 
portion  of  his  property  which  consists  of  property  pos- 
sessed in  foreign  countries  before  the  outbreak  of  the 
European  war.  The  reasons  for  this  exemption  are,  in 
the  first  place,  not  to  interfere  with  Italian  emigration 
to  foreign  lands;  and,  In  the  second  place,  the  very  great 
difficulty  which  the  financial  authorities  would  have 
had  in  finding  out  what  the  properties  outside  of  the 
state  amounted  to. 

But  property  possessed  by  the  citizen  in  foreign  lands 
is  subject  to  the  tax,  if  acquired  after  the  outbreak  of 
the  war.  Italian  citizens  residing  in  foreign  lands  enjoy 
a  further  exemption,  namely,  on  the  remittances  which 
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they,  as  emigrants,  had  sent  to  Italy,  deposiiii^  them  in 
banks  and  postal  savings  banks,  or  investing  them  in 
Italian  War  Iioans  for  which  they  had  subscribed 
abroad.  It  should  be  noted  that  in  the  property  existing 
outside  of  the  state,  foreign  securities  posseesed  by  a 
citizen  residing  within  the  kingdom  are  not  included. 
These  foreign  securities,  by  a  presumption  of  law,  are 
considered  as  being  held  within  the  state,  when  owned 
by  a  citizen  dwelling  within  the  kingdom;  they  are  there- 
fore subject  to  the  tax,  even  if  they  were  owned  before 
August  1,  1914. 

The  foreigner,  on  the  other  hand,  in  principle  is  taxed 
exclusively  on  property  situated  within  the  state.  Ex- 
ception to  this  rule  is  made  as  regards  Italian  War  Loans 
subscribed  for  by  foreigners  not  residents  of  Italy. 
These  are  not  subject  to  tax;  neither  are  foreign  seciui- 
ties  subject  to  tax,  if  they  are  possessed  by  a  foreigner 
dwelling  within  the  kingdom;  nor  is  floatii^  capital 
which  is  foreign  or  comes  from  fore^  lands  and  which 
on  January  1, 1920  was  deposited  in  institutions  of  credit 
and  postal  savings  banks. 

To  the  principle  of  the  universality  of  taxation  there 
are  the  following  further  exceptions: 

1.  Capital  sums  corresponding  to  life  or  temporary 
incomes,  or  those  owed  by  oi^inizations  established  for 
protection  against  sickness,  old  age  and  disability,  are 
not  regarded  as  taxable  elements  in  property.  In 
reality  a  life  annuity  has  a  present  value,  and  should  be 
taken  into  account  in  determining  the  amount  of  the 
property;  but  these  were  exempted  from  the  tax  be- 
cause enjoyed  in  the  great  majority  of  cases  by  people 
in  moderate  circumstances.  Similarly  the  redemption 
value  of  the  sums  for  which  a  man's  life  is  insured  is 
exempt  from  the  tax.  It  happens  therefore,  in  the  case 
of  two  professional  men  who  have  saved  the  same  sum  of 
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money,  one  of  whom  has  invested  it  in  lands,  houses, 
and  securities,  while  the  other  has  bought  a  life  insur- 
ance, that  the  first  is  subject  to  the  tax  while  the  second 
is  exempt.  The  only  argument  in  justification  is  that  in 
Italy  the  average  of  the  sums  for  which  life  is  insured  is 
vety  low,  and  tMt  in  most  cases  the  insured  taxpayers 
do  not  possess  property  amounting  in  all  to  50,000  lire. 

2.  Churches  and  all  buildings  intended  for  religious 
purposes,  with  the  furniture,  sacred  utensils  and  any 
other  object  relating  to  the  church. 

3.  Scientific  collections,  libraries,  collections  of  paint- 
ings, statues,  porcelains,  engravings,  coins,  medals  and 
similar  objects. 

This  last  exemption,  however,  does  not  apply  to 
merchants  who  possess  books,  or  pictures,  or  statues 
with  the  intention  of  tradii^  in  them.  The  exemption 
also  does  not  apply  to  taxpayers  who  may  be  presumed 
to  have  acquired  their  collection  through  profits  made 
during  the  war  period.  Not  exempt  are  collections  of 
gems,  jewels,  gold  and  silver  vessels  and  utensils,  in- 
tended for  private  use. 

VcHuaiion 
The  two  chief  difiSculties  found  in  Italy  in  the  taxation 
of  property  are  those  arising  from  the  valuation  of  lands 
and  of  buildings,  and  those  involved  in  establishing  the 
ownerahip  of  bearer  certificates.  As  regards  lands  and 
buildings  there  is  no  difficulty  in  ascertaining  owner- 
ship, because  the  several  proprietors  are  known  already 
from  the  registers  of  the  taxes  on  lands  and  on  buildings. 
Great  difficulty  is  found  however  in  the  valuation  of  the 
lands  and  the  buildings.  If  the  obligation  had  been  put 
on  all  owners  of  lands  and  buildings  to  declare  their  mar- 
ket value,  it  would  have  been  necessary  to  control  these 
declarations;  the  Finance  Department  would  have  been 
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obliged  to  set  up  a  syetem  of  estimates.  The  experience 
gained  under  the  law  of  March  1, 1886,  for  the  equaliza- 
tion of  the  land  tax,  proved  tim  to  be  a  very  costly  and 
complicated  task.  Several  years  would  have  to  pass 
before  the  estimates  of  the  v^ue  of  land  and  of  build- 
ings could  be  made,  and  in  the  interval  it  would  be 
impossible  to  collect  the  tax.  For  these  reasons  the 
decree  of  April  22,  1920,  distii^uishes  between  a  pro- 
vidonal  and  an  ultimate  valuation.  The  provlsonal 
valuation,  to  be  made  at  once,  is  based  entirely  on 
empirical  data.  The  capital  value  of  a  farm  is  obtfuned 
by  multiplying  the  chief  tax  paid  to  the  state  in  1916  by 
the  fixed  coefficient  325,  The  capital  value  of  buildings 
is  also  obtained  by  multiplying  by  a  fixed  coefficient  (25) 
the  taxable  income  ascertained  in  1919  for  the  purpose  of 
the  building  tax.  In  the  greater  part  of  Italy  this  empir- 
ical method  will  bring  about  valuations  markedly  below 
the  true  valuation,  specially  in  the  case  of  land.  It  is  to 
be  hoped  that  the  Financial  Administration,  as  is  pre- 
scribed by  Article  10,  may  carry  out  the  ulljmate  valu- 
ation within  five  years,  that  is  to  say,  by  December  31, 
1924.  This  fimd  valuation  is  to  be  made  according  to 
the  method  proposed  in  the  plan  of  Septemb^,  1919, 
namely,  capitalization  at  the  rate  of  100  to  5  of  the  net 
income.  Exceptions  are  made  only  in  case  of  forests, 
areas  that  can  be  built  on,  buildings  in  the  course  of 
construction,  castles  and  villas;  for  all  of  which,  instead, 
the  market  value  on  January  1,  1920,  is  taken  as  the 
basis  of  taxation.  The  valuation  of  farms  will  not  in- 
clude the  value  of  the  agricultural  equipment  (anim^ 
for  working  and  for  rearing,  agricultural  machinery,  hay, 
straw,  seed)  which  are  valued  at  the  market  value  they 
had  at  the  beginning  of  the  agriculture  year  1919-20. 

For  Industrie  and  commercial  enterprises  the  same 
method  is  applied  as  for  lands  and  buildings,  namely, 
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capitalizstion  of  the  net  income;  but  while  the  net  in- 
come of  lands  and  buildings  is  capitalized  at  the  ratio  of 
100  to  5,  the  net  income  of  industrial  and  commercial 
enterprises  is  capitaUzed  at  ratios  ranging  between  100 
to  10  and  100  to  30.  The  valuation  will  approach  closer 
to  the  miniTniiTn  when  the  element  of  labor  is  pre- 
dominant in  the  enterprise,  and  will  approach  closer  to 
the  maximum  when  the  element  of  capital  is  the  more 
important. 

In  all  industrial  and  commercial  undertakings  the 
criterion  of  capitalization  is  merely  one  of  those  which 
may  be  taken  into  account  for  the  valuation  of  the 
capital;  another  criterion  is  that  of  the  capital  invested, 
already  ascertained  for  the  purpose  of  the  tax  on  war 
profits.  As  the  tax  on  war  profits  fell  on  profits  ex- 
ceeding 8  per  cent  of  the  capital  invested,  it  was  for  the 
interest  of  the  taxpayers  in  the  past  years  to  declare  the 
whole  amount  of  capital  invested,  for  the  purpose  of 
diminishing  as  much  as  was  possible  the  percentage  of 
their  earning  in  proportion  to  the  capital.  Now  they 
suffer,  as  it  were,  a  penalty  for  the  claim  made  before; 
because  the  more  they  tried  to  increase  the  ^ures  of 
capital  invested,  so  ^  to  pay  a  lesser  tax  on  war  profits, 
so  much  the  more  will  they  be  burdened  by  the  tax  on 
property. 

For  securities  consisting  of  certificates  of  loans  to  the 
state,  of  Treasury  bonds,  of  loan  certificates  issued  by 
provinces,  communes,  or  land  credit  societies,  the  diffi- 
culty lies  not  in  the  valuation  but  in  ascertuning  the 
ownership,  at  least  as  regards  bearer  certificates.  With 
r^ard  to  valuation  it  is  simply  provided  that,  for  securi- 
ties issued  or  guaranteed  by  the  state,  the  average  of  the 
prices  paid  in  the  first  six  months  of  1919  shall  be  con- 
sidered the  basis.  For  private  securities,  the  aven^  of 
the  prices  paid  in  the  exchan^s  in  the  fxx.  months  from 
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April  to  September,  1919  is  taken.  As  regards  securities 
not  quoted  on  the  exchanges,  the  price  obtained  at  any 
sale  that  is  known  to  have  taken  place  in  the  same  six 
months  is  taken  into  account,  as  well  as  any  other  means 
of  ascertaining  the  value.  For  foreign  securities  held  by 
ui  Italian  citizen,  he  must  declare  the  value  which  he 
assigns  to  them,  but  the  Administration  has  the  ri^t  to 
call  for  them  at  that  price  up  to  the  amount  of  the  tax 
due. 

There  are  no  unsurmountable  difficulties  in  the  valur 
ation  of  securities;  the  real  and  great  difficulty  lies  in 
finding  who  are  the  possessors  of  bearer  certificates. 

The  plan  of  September,  1919,  had  attempted  to  solve 
the  problem  by  subjecting  bearer  certificates  to  the 
maximum  rate  of  40  per  cent,  so  as  to  give  a  direct  in- 
t«%Bt  to  holders  of  the  securities  to  convert  them  into 
certificates  registered  in  the  holder's  name;  thus  they 
would  be  exempt  from  the  tax,  if  the  property  was  less 
than  20,000  lire,  and  would  pay  the  regular  increasing 
ratio  from  5  per  cent  to  40  per  cent,  if  the  property  was 
between  20,000  and  100,000,000  Ure. 

More  effective  proved  to  be  another  method  con- 
tfuned  in  the  decree  of  November,  1919  which  utilized 
an  already  existing  tax  on  dividends,  interests,  and  the 
like.  As  modified  in  1918,  this  tax  had  exacted  2  per 
cent  from  these  dividends  and  interests,  whether  on 
bearer  certificates  or  registered;  it  made  no  distinction 
between  the  two  classes  of  securities.  The  tax  itself, 
havii^  the  character  of  an  extraordinary  war  tax,  was 
limited  to  incomes  returned  from  the  balances  closed  in 
1919.  The  decree  of  November,  1919,  extended  the  tax 
to  the  years  following  1919,  but  changed  its  character 
greatly,  inasmuch  as,  befpnning  with  the  balances  closed 
after  Novmnber  24, 1919,  it  increased  the  tax  from  2  per 
cent  to  5  per  cent,  limiting  it  at  the  same  time  to  the 
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dividends,  interests,  and  premiums  on  bearer  certifi- 
cates and  exonpl^ng  those  re^stered.  Clearly  it  was  for 
tibe  interest  of  all  taxpayers  possessing  a  moderate  prop- 
erty to  register  their  securities  under  their  names,  in 
order  not  to  pay  this  tax  of  5  per  cent;  thereby  giving 
the  finance  Deputment  the  means  of  ascertaining  their 
{ffoperty  exactly,  for  the  purposes  of  the  tax  on  prop- 
erty. The  motive  to  register  wss  increased  also  by  the 
decree  of  April,  1920,  which  finally  raised  the  tax  from  5 
per  cent  to  15  per  cent.  As  the  public  bodies  and  cont* 
ponies  issuing  the  securities  are  obliged  to  recoup  them- 
selves for  this  15  per  cent  tax  on  the  holders  of  the 
securities,  and  as  there  is  in  Italy  another  tax,  called 
"dt  Ttegozuigume"  which  subjects  the  effective  capital  of 
securities  registered  by  name  to  a  levy  of  2  in  a  thou- 
sand, while  the  rate  for  bearer  certificates  is  3.50  per 
thousand,  those  who  have  their  securities  in  the  bear^ 
Sana  are  subject  to  a  double  differential  tax.  This 
double  burden  is  not  substituted  for  that  on  property, 
inasmuch  as  the  obligation  to  pay  the  special  tax  of  15 
per  cent  on  income  and  1.5  per  cent  additional  on  cap- 
ital for  bearer  certificates  may  be  called  optional;  only 
IhoBB  have  to  pay  it  who  cling  to  their  bearer  certifir 
cates.  This  tax  pves  a  strong  impetus  to  the  trans- 
formation of  securities  into  the  refpstered  form,  and 
therefore  into  an  exact  declaration  oi  the  amount  of 
property  subject  to  the  property  tax. 

AUowance  for  DAtt 
Logically  property  subject  to  tfuc  is  not  the  gross 
property  or  sum  of  all  the  assets  belon^i^  to  the  tax- 
payer, but  is  equal  to  this  less  the  sum  of  the  debts. 
The  taxpayer  has  the  right  to  deduct  the  amount  of 
all  his  debts.  There  are  some  exceptions  to  this  rule; 
for  example,  indebtedness  on  such  property  as  is  not 
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taken  into  account  in  making  up  the  groBS  property. 
ThuB,  as  the  taxpayer  does  not  have  to  indude  among 
his  assets  the  amount  of  the  present  value  of  his  life  in- 
surance, he  cannot  include  among  his  debts  the  amount 
of  the  loan  he  may  have  obtained  on  the  security  of  his 
life  policy.  likewise  debts  to  creditors  who  are  un- 
known, or  dwell  outdde  the  state,  cannot  be  deducted; 
this  is  to  prevent  fraud  through  the  declaration  of  ficti- 
tious indebtedness.  Still  when  a  debt  to  a  fomgner  is 
verified,  the  taxpayer  wiU  have  the  right  to  deduct  it 
from  his  property,  but  the  debt  itself  will  be  regarded 
as  property  by  itself;  the  tax  will  be  put  down  in  the 
name  of  the  debtor,  but  he  will  have  the  right  to  recoup 
himself  on  the  f  or^^  creditor.  In  case  the  creditor  does 
not  admit  the  taxpayer's  declared  indebtedness  to  him, 
the  subtraction  from  the  debtor's  property  is  not  al- 
lowed; on  the  other  hand  the  judicial  record  of  the  debt 
is  treated  as  non-existent,  even  between  the  two  inter- 
ested parties,  and  pnx^  to  the  contrary  is  not  admitted. 
In  the  deductible  indebtedness  are  included  the 
capitalized  value  of  perpetual  annuities  and  emphitheu- 
tic  obligations  as  well  as  capital  corresponding  to  tem- 
porary and  life  incomes,  although  these  are  not  included 
among  the  assets  of  the  creditor;  deductible  also  are  the 
imposts  and  taxes  which  the  taxpayer  had  to  meet  rai 
January  1, 1920,  chief  among  which  are  those  on  excess 
war  profits  and  increases  in  property.  For  the  first,  in 
very  many  cases,  the  liquidation  for  1917,  1918,  and 
1919  has  not  yet  been  made;  for  the  second  no  liquida^- 
tion  at  all  had  been  made  when  the  law  taxing  property 
went  into  effect;  thus,  the  taxpayer  has  the  right  to 
deduct  from  his  gross  property  the  amount,  which  may 
be  large,  of  these  two  taxes. 
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Presumptive  Valnalions 

Having  determined  the  net  property  of  l^e  taxpayer, 
and  subtracted  all  the  debits  that  belong  to  it,  a  pre- 
sumptive addition  muat  now  be  made.  It  seemed  diffi- 
cult to  value  exactly  all  house  fumiehinga  and  jewelry, 
as  well  as  the  money  or  cash  in  hand  possessed  by  the 
taxpayers.  The  decree  of  April  22,  as  well  as  the  pre- 
ceding one,  orders  that  a  supplement  of  5  per  cent  shall 
be  added  to  the  net  property  of  the  taxpayer  to  represent 
house  furnishii^,  silver  and  jewels,  and  one  of  1  per 
cent  representii^  cash.  The  two  percentages,  however, 
are  only  a  minimtim,  and  the  taxpayer  must  declare  any 
larger  sum  he  may  possess  in  cash,  while  the  Financial 
Administration,  if  it  has  sufficient  evidence,  may  in- 
crease the  valuation  of  the  house  furnishings.  For  a 
foreigner,  domiciled  in  a  foreign  land,  the  ratio  for  house 
furnishings  is  only  added  in  case  he  really  pOBsesses 
furniture;  in  that  case  the  value  is  presumed  to  be  3  per 
cent  of  the  amount  of  the  net  property. 

A  provialon  not  contained  in  the  decree  of  November 
24,  1919,  but  derived  from  a  like  arrangement  in  the 
plan  of  September,  1919,  is  found  in  the  decree  of  April 
22, 1920:  it  may  be  called  valuation  on  appearances.  It 
may  happen  that  a  taxpayer  declares  a  property  smaller 
than  would  be  logically  presumed  to  be  possessed  by 
him,  taking  into  account  his  manner  of  life  and  his 
known  expenses.  For  example:  a  taxpayer  has  declared 
a  property  of  only  100,000  lire,  and  the  Financial  Ad- 
ministration cannot  discover  that  he  has  any  larger 
property  by  the  method  of  ascertaining  his  individual 
Iffoperty  assets.  Yet  it  is  evident  that  the  taxpayer 
pays  a  rent  much  higher  than  would  be  reasonable  on 
the  baeds  of  his  declared  property;  it  is  evident  that  he 
leads  an  expensive  life,  has  several  servants,  hires  auto- 
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mobilee,  and  spends  sums  much  hi^er  than  warranted 
by  the  property  he  has  declared;  nor  does  it  appear  on 
the  other  hand  that  he  has  a  profesfflonal  income  tiisA 
enables  him  to  lead  a  luxurious  life.  The  Financial  Ad- 
ministration may  then  assume,  in  virtue  of  Article  29, 
that  the  taxpayer's  property  is  larger  than  he  has  de- 
clared. It  is  for  the  courts  to  decide  what  the  real 
property  of  the  taxpayer  is. 

Declaration,  Procedure,  Payment,  and  Redemption 

The  decree  of  April  22  establishes,  as  a  foundation  of 
the  whole  procedure,  the  obligation  of  the  taxpayer,  or 
whoever  represents  him,  to  declare  the  amount  of  his 
property  by  May  31,  1920.  The  obligation  to  make  a 
declaration  regarding  personal  incomes  and  buildings 
was  familiar  to  Italy  from  the  time  of  the  first  funda- 
mental laws  of  1864  and  1865.  But  it  had  fallen  into 
disuse;  for  many  years  no  Italian  taxpayer  had  made  a 
declaration  of  income  of  his  own  accord.  They  always 
waited  for  the  financial  authorities  to  make  an  assess- 
ment, and  then  accepted  this  or  contested  it.  If,  some 
years  aigp,  a  revenue  official  had  seen  a  taxpayer  ent^ 
his  office  to  present  an  Income  return  of  bis  own  accord 
he  would  have  conddered  him  a  lunatic,  or  at  least  an 
eccentric  who  observed  the  law  when  nobody  dreamed 
of  asking  him  to  observe  it.  It  was  the  world  war  which 
again  introduced  into  our  country  the  institution  of  the 
declaration.  Taxpayers  subject  to  the  tax  on  excess  war 
profits  were  oUiged  to  present  a  declaration.  At  first, 
few  believed  that  the  financial  authorities  were  in 
earnest;  but  after  fines  were  infficted  on  those  who  did 
not  comply,  little  by  little  the  habit  of  making  declarer 
tions  was  reSstaUished.  This  obHgation  is  restricted  to 
a  limited  category  of  persons,  namely,  manufacturers. 
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merchants  and  brokers,  subject  to  the  tax  on  excess 
profits.  Now  the  obligation  w  put  on  all  who  possess  a 
property  of  at  least  50,000  lire;  a  rather  extensive  class 
of  persons.  It  is  calculated  that  in  the  great  cities  of  the 
north,  such  as  Turin  and  Milan,  about  4  per  cent  of  the 
population  presented  the  schedule 'with  a  declaration  of 
their  property.  The  work  of  revising  the  declaration 
made  by  the  taxpayers  is  carried  out  by  the  Financial 
Administfation.  The  taxpayer  has  the  i^t  of  appeal- 
ing from  the  valuation  as  revised,  according  to  the  pro- 
cedure established  for  Uie  tax  on  incomes  from  personal 
property. 

Both  the  Administration  and  the  judicial  authorities 
have  the  right  to  place  the  taxpayer  on  oath  regarding 
the  truth  of  his  declaration.  The  oath  is  not  obliga- 
tory: it  may  be  passed  over  by  the  Administration  in 
the  cases  where  it  assumes  that  the  taxpayer  has  de- 
clared the  truth.  The  oath  does  not  apply  to  the  valua^ 
tion  of  the  property  when  there  can  be  a  reasonable 
difference  of  opinion  between  the  taxpayer  and  the 
Administration.  It  refers  solely  to  the  declaration  con- 
cerning the  qu^ty  and  quantity  of  the  property  belong- 
ing to  the  taxpayer,  and  to  the  existence  of  debts  and 
burdens  in  r^ard  to  it. 

The  tax  is  paid,  during  the  ten  or  twenty  years  that  it 
lasts,  in  the  usual  manner  in  which  direct  taxes  on  in- 
comes are  paid  in  Italy,  namely  in  six  annual  payments. 
Tlie  payment  may  be  made  in  lawful  money,  in  Treas- 
ury notes  discounted  to  the  day  of  payment,  in  certifi- 
cates c^  the  public  debt  and  in  long-term  Treasury  notes, 
in  postal  orders,  in  bank  notes,  and  in  certificates  of 
credit  of  institutions  that  can  issue  them.  ■ 

The  taxpayer  who  wishes  to  dispose  of  the  tax  at 
once  may  redeem  it  on  the  basis  of  compound  discotmt 
at  6  p^  cent.  The  discount  may  be  asked  for  at  the 
outset  or  at  a  later  period. 
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The  system  of  redemption  is  the  same  in  substance  as 
those  of  delayed  interest  occurring  in  similar  laws,  like 
the  German  law.  The  real  burden  is  not  that  resulting 
from  the  rates  above  mentioned,  but  is  given  in  the 
actual  value  of  the  10  or  20  years  of  taxes  discounted  at 
the  rate  of  6  per  cent.  The  maximum  rate  of  50  per  cent 
(on  properties  of  100,000,000  lire)  consists  in  reality  of 
twenty  annual  payments  of  2.50  per  cent;  the  present 
value  of  these  twenty  annual  payments  compounded 
at  the  rate  of  6  per  cent  a  year  is  28.67  per  cent.  The 
taxpayer,  possessing  100,000,000  lire,  has  therefore  a 
choice  between  paying  2,500,000  lire  a  year  for  twenty 
years,  and  paying  inmiediately  28,674,803  lire. 

It  is  doubtful  if  many  taxpayers  will  take  advantage 
of  this  right  of  redemption.  Two  circumstances  stand  in 
the  way.  In  the  first  place,  there  is  the  wish  not  to  let  the 
Financial  Department  know  the  amount  of  money  at 
their  difiposal.  Many  probably  have  the  impression  that 
if  they  pay  at  once  they  run  the  risk  of  being  believed  to 
be  richer  than  they  really  are.  In  the  second  place,  in 
order  to  be  redeemed,  the  tax  must  be  definitely  settled. 
It  is  true  that  whoever  asks  for  the  redemption  of  the 
tax  has  the  right  to  call  for  a  definite  valuation  of  lands 
and  buildings.  But  the  settlement  of  the  serious  ques- 
tions which  will  arise  with  every  declaration  will  require 
a  long  time.  But  seldom  can  a  taxpayer  obtain  a  def- 
inite statement  of  the  tax  owed  by  him  until  several 
years  have  passed. 

Besides  the  rig^t  to  ask  for  redemption  at  any  mo- 
ment, the  taxpayer  has  also  the  r^t  to  ask  for  the 
shortening  of  the  period  for  paying  the  tax.  For  in- 
stance he  may  ask  that  the  tax  which  is  due  from  him  in 
ten  or  twenty  years  shall  be  paid  in  five  or  ten  years; 
and  in  these  cases  also  he  will  be  entitled  to  the  discount 
for  the  shortened  time  at  the  rate  of  6  per  cent  com- 
pound interest. 
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PenaUiea 

Italian  legislation,  from  the  time  of  the  fundamental 
laws  of  1864  and  1865,  did  not  lack  eevere  measures  by 
which  to  punish  the  taxpayer  guilty  of  omissions  or  of 
dishonest  declarations.  But  in  the  case  of  penalties  as  in 
that  of  declarations,  lack  of  enforcement  had  rendered 
these  measures  inefficacious. 

Here,  too,  the  war  introduced  into  Italy  severe  meas- 
ures which  were  applied  in  not  a  few  cases.  Persons 
taxed  for  the  excess  war  profits  were  not  infrequently 
made  to  pay  serious  fines  for  dishonest  and  incomplete 
declarations.  The  decree  of  April  22  now  threatens 
various  penalties  for  taxpayers  who  violate  the  law;  I 
shall  mention  only  the  chief  ones.  Whoever  omite  to 
pitesent  the  declaration  of  property,  or  delays  in  present- 
ing it,  is  subject  to  a  pecuniary  penalty  amounting  to  \ 
of  the  tax  finally  fixed  on  the  property.  Whoever  pre- 
sents a  declaration  which  is  wholly  or  partly  untruthful 
incurs  a  pecuniary  penalty  equal  to  \  of  the  tax  of 
which  the  Treasury  would  have  been  defrauded.  This 
penalty,  however,  is  not  applied  when  the  tax  of  which 
the  Treasury  would  have  been  defrauded  is  not  more 
than  \  of  the  tax  due.  Whenever  the  taxpayer  refuses  to 
agn  tiie  oath  put  to  him,  or  does  not  present  himself  at 
the  time  asdgned,  he  is  subject  to  a  pecuniary  penalty 
equal  to  i  of  the  tax.  These  are  the  chief  pecuniary 
penalties.  Besides  there  is  the  possibility  of  confiscation 
of  a  sum  equal  to  the  amount  of  property  withdrawn 
from  what  is  due  for  taxation,  when  the  taxpayer  has 
taken  a  false  oath  or  has  had  recourse  to  acts  meant 
deliberately  to  defraud  the  state.  This  last  penalty, 
however,  can  be  inflicted  only  by  the  ordinary  courts  of 
law.  An  interesting  detail  regardii^  pecuniary  pen- 
alties, which  deserves  to  be  recorded,  is  contained  in 
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Article  63,  which  forbids  the  remiaaon  or  reduction  of 
pecuniary  penalties  save  by  legislative  enactment.  The 
reason  for  this  is  to  prevent  the  executive  power  from 
weakening  the  force  of  the  penalties  against  non- 
compliers  by  reducing  or  excusing  the  penalties  throii^ 
political  influence.  To  make  even  more  sure  that  the 
penalties  are  levied  effectively,  Article  52  provides  that 
the  amount  obtained  from  them  shall  be  paid,  one-third 
to  the  public  Treasury,  one-third  to  the  National  Bank 
for  Social  Insurance,  and  the  last  third  to  the  National 
Relief  for  those  who  fought  in  the  war.  Thus  important 
interests  are  created  in  public  bodies  to  see  that  there  is 
a  strict  and  severe  application  of  the  pecimiary  penalties. 

I  have  fulfilled  the  task  of  relating  briefly  the  vicissi- 
tudes of  the  legislative  provi^ons  referring  to  the  tax. 
But  it  is  not  entirely  certain  whether  this  is  the  final 
form  the  legislation  will  take  before  it  is  put  in  operation. 
The  decree  of  April  22,  1920,  must  yet  be  discussed  in 
Parliament,  which  may  make  more  or  less  important 
modifications  in  it.  Nevertheless,  the  decree,  having 
been  proclaimed  when  Parliament  was  not  in  session, 
is  in  force  now  and  has  begun  to  be  applied.  OnMaySl, 
(or  rather  on  Jime  10,  1920,  on  account  of  a  brief  post- 
ponement granted  at  the  last  moment)  the  taxpayers 
were  obliged  to  present  their  declarations  and  the  proc- 
-ess  of  revision  has  already  begun.  It  is  probable  there- 
fore that,  in  order  not  to  interrupt  the  work  b^un,  the 
modifications  introduced  in  Parliunent  will  not  be 
vital,  all  the  more  because  it  is  improbable  that  the 
sessions  of  Parliament  will  be  long  and  such  as  to  ad- 
mit of  a  long  discussion  of  this  problem. 

LuiGI  EiNAUDI. 

Univ»«8itt  of  Turin. 
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Thebe  are  at  present  almost  as  many  eyetems  of  sodology 
as  there  are  teachers  in  the  field  who  are  capable  of  s^- 
tematising  their  ideas.  What  sodology  will  ultimately  be- 
come is  stjil,  after  a  full  generation  of  university  teaching, 
impossible  to  predict.  It  will  probably  depend  upon  who 
produces  the  first  treatise  with  sufficient  mastery  of  facta, 
lo^cal  consistency,  and  systematic  balance  to  dominate  the 
minds  of  a  large  number  of  students.  Spencer's  monumental 
treatise  probably  comes  nearer  reaching  that  mark  than  any 
other;  but  it  runs  counter  to  the  drift  of  opinion  among  the 
emotional  devotees  of  the  sociological  cult,  and  has  not  won  a 
mastery  over  their  minds.  Almost  the  only  general  statement 
that  one  can  make  regarding  sociology  as  actually  taught  in 
schools  fuid  expounded  in  treatises  is  that  it  is  a  refuge  for  all 
those  who  revolt  against  the  cold,  unemotiooal  reasoning  of 
^e  dominant  school  of  economists,  and  who  turn  to  sociology 
as  a  means  of  finding  quasi-scientific  labels  for  their  senti- 
mental whims.  Most  recent  treatises  on  the  subject  consist 
mainly,  therefore,  of  a  new  set  of  terms  for  old  and  trite  sub- 
jects. 

It  has  been  known  for  a  long  time  that  Professor  Ross  was 
pr^Kuing  a  general  treatise  which  would  systematize  so- 
ciology as  he  saw  it.  It  was  easy  to  foresee  that  the  work, 
when  ctunpleted,  would  be  a  notable  contribution,  that  it 
'  would  be  brilliant  in  style,  that  there  would  not  be  a  dull 
page  or  paragraph  in  the  entire  book,  and  that  whether  it  was 
convincing  or  not,  almost  every  statement  would  arrest  atten- 
tion and  compel  thought.  In  all  these  respects  the  completed 
work  surpasses  expectations.  It  was  also  expected  that  Koss's 
economic  training  would  enable  him  to  avoid  the  weaknesses 
of  many  preceding  treatises  written  by  men  and  women  who 
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imagiiied  that  a  system  of  socitdogy  could  be  conatmcted  in 
the  air  without  regard  to  the  gravitating  pull  of  economic  ' 
forces.  In  this  respect  also  the  book  before  us  comes  ahnost 
if  not  quite  up  to  our  expectations. 

Further,  the  author's  long  experience  in  teaching,  t(^ther 
with  his  broad  academic  training  and  his  extensive  travel  and 
other  opportunities  for  gathering  information  led  us  to  expect 
that  this  matured  product  would  be  a  comprehensive  and 
systematic  treatise.  In  this  respect  it  comes  quite  up  to  the 
exnectation  of  those  who  approach  the  subject  from  his  point 
of  view.  Even  those  who  not  only  have  a  different  point  of 
view  but  conceive  the  subject  matter  of  sociology  to  be  en- 
tirely different  from  that  which  Ross  conceives  it  to  be,  among 
whom  the  reviewer  must  count  himself,  cannot  but  admit 
that  he  has  gathered  a  vast  amount  of  illustrative  material, 
and  has  classified  it  and  arranged  it  under  a  comprehenaive 
scheme;  and  that  therefore  this  is  in  the  truest  sense  a  sys- 
tematic treatise  or  a  "ayatem"  of  sociology.  A  different 
question  is  whether  it  is  hkely  to  be  the  master  treatise  which 
shall  hereafter  determine  the  scope  and  character  of  sociology, 
as.Uie  Wealth  of  Nations  did  of  economics?  It  is  surely  no 
disrespect  to  Ross  or  his  book  to  express  doubt.  Many  great 
men  and  many  great  books  are  less  great  than  Adam  Smith 
and  the  Wealth  of  Naiiona. 

It  is  the  reviewer's  behef  that  the  work  is  the  best  single 
text  book  for  class  room  use  in  the  teachii^  of  socioli^  that 
has  yet  appcM'ed,  with  the  possible  exception  of  Spencer's 
Principles.  To  begin  with  the  least  important  —  the  purely 
mechanical  advantages  —  it  is  divided  into  five  parts  and 
fifty-seven  chapters.  The  five  parts  are:  The  Social  Popu- 
lation, Social  Forces,  Social  Processes,  Sociid  Products,  and 
Social  Principles.  More  than  half  of  the  book,  however,  in- 
cluding Chapters  8  to  45,  is  included  in  Part  III  — Social 
Processes.  The  chapters  are  short  and  pointed.  Each  one 
can  be  read  quickly  before  the  mind  is  fatigued  or  attention 
fiaga.  Fach  chapter  is  headed  by  a  su^estive  title  which 
stimulates  interest  before  the  reader  begins.  Ctmsderable 
time  and  ingenuity  must  have  been  expended  in  inventing 
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these  headings.  A  sample  group  including  the  titles  of  the  last 
ten  chapters  under  Part  III  are  Individuation,  Liber&tioQ, 
CfunmerdEilization,  Profeeaionalization,  Institutionalization, 
E^xpanaon,  Ossification,  Decadence,  Transformation,  and 
Reshaping.  It  must  be  confessed,  however,  that  it  is  not  al- 
ways easy  to  see  the  connection  between  the  title  of  a  chapto* 
and  its  subject  matter. 

Another  advantage  for  class  room  use  is  the  provocative 
character  of  the  book.  Those  teachers  who  use  the  method  of 
class  room  discussion  will  never  lack  material.  The  book 
fairly  bristles  with  points  for  controversy.  There  is  scarcely  a 
paragraph  that  does  not  contain  some  statement  calculated, 
like  a  blow  in  the  face,  to  start  an  argument.  And  a,  strong 
feature  of  the  book  is  its  wealth  of  illustrative  material, 
drawn  especially  from  the  fields  of  psychology  and  anthropol- 
ogy. In  this  respect  it  is  surpassed  only  by  Spencer's  Prin- 
ciples and  Sumner's  FoVewaya. 

Roes  r^ards  sociology  as  primarily  a  psychological  science. 
Id  fact  he  says,  in  so  many  words,  "The  immediate  causes  of 
social  phenomena  are  to  be  sought  in  human  minds"  (p.  41). 
Granting  this  to  be  true  as  to  immediate  causes,  it  does  not 
^  follow  that  the  ultimate  causes  or  tiie  determining  factors  in 
the  long  run  are  psycholt^cal.  DoubtJess,  whatever  is  done  in 
society  is  done  because  some  one  chose  to  do  it  or  .to  have  it 
done.  One  student  may  therefore  be  content  to  find  out  what 
determinee  these  choices,  but  it  is  surely  legitimate  for  an- 
other to  try  to  find  out  how  certain  choices  work,  what 
happens  to  those  who  choose  to  do  thus  and  so  rather  than 
something  else,  and  what  has  become  of  those  people  who 
made  those  interesting  choices  or  did  those  interesting  things 
which  the  anthropologists  recount.  It  seems  to  the  reviewer 
tiiat  the  economic  results  of  mental  reactions  are  quite  aa 
imp<Htant  as  their  sources.  In  this  respect,  however,  he  ap- 
pears to  differ  from  the  behaviorists  in  the  field  of  economics 
as  well  as  from  the  anthropological  moralists  and  the  psy- 
cholo^cal  sociologists. 
Roes  comes  very  near  tepudiating  ihs  whole  idea  of  selec- 
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tioQ  by  economic  foroee  among  the  varied  and  beten^eneouB 
desires  of  individuals,  ccmununities  and  classes  in  the  opeiung 
chapter  of  Fart  II  on  social  forces.  On  page  42  he  sasrs: 

No  sooner  have  we  arrived  at  the  truth  first  emphasized  by  Ward 
that  (Ae  todal  forces  are  human  desiret  than  we  oome  upon  new  forms 
of  error.  The  organic  conception  of  society  pictures  the  desiiee  of 
individuals  as  ninnii^  together  into  a  collective  desire  for  aocaal 
welfare.  This  generaUied  demre  for  certain  reeulta  would  be  the 
cause  of  the  "social  oi^ans"  functioning.  Thus  Spencer  is  apt  to 
attribute  an  institution  either  to  the  individual's  sense  of  a  common 
interest  or  to  the  common  sense  of  on  individual  interest  and  to 
overlook  the  rAle  of  spedsl  deeires  behind  a  particular  institution. 
In  accounting  for  monogamy,  he  stresses  too  much  its  good  results 
and  ignores  the  rAle  of  male  sexual  jealousy.  He  thinks  the  force 
which  calls  customary  rules  into  being  is  "the  consensus  of  individ- 
ual interests." 

He  further  endorses  the  views  of  such  social  psychologista  as 
MacDougal,  Thomdyke,  and  Veblen,  to  the  effect  that  the 
emotions  and  instincts  are  the  prime  movers  in  human  be- 
havior; but  be  saves  himself  by  saying  (p.  43),  "The  existence 
of  an  instinct  is  no  reason  for  givii^  it  free  cause" ;  but  beyotul 
some  vague  generaUties  r^arding  the  sublimation  of  instincts, 
he  says  little  to  support  or  amplify  the  statement. 

It  seems  to  the  reviewer  that  Ross  leans  quite  as  far  in  die 
opposite  direction  as  be  accuses  Spencer  of  leaning  in  the 
direction  of  explaining  institutions  on  the  ground  of  eco- 
iMHnic  advant^e.  As  to  monogamy,  for  examine,  it  is  doubt- 
lees  true  that  male  sexual  jealousy  had  a  great  deal  to  do  wiUi 
it.  It  probably  had  quite  as  much  to  do  with  pol^amy,  the 
difference  beii^  that  the  jealous  males  in  one  case  are  of  ap- 
proximately equal  power  and  will  therefore  not  tolaate  a 
monopoly  of  women  whereas  in  the  otiier  case  they  are  of 
unequal  power,  and  the  more  powerful  (mes  iry  to  monop- 
olixe  the  women.  Besides,  when  vi(dence  is  not  tolerated  tlie 
preferences  of  the  women  must  be  given  some  wei^t.  If  the 
averse  woman  would  prefer  to  be  the  one  wife  of  a  mediocre 
man  to  beii%  the  second  wife  of  a  greater  one,  her  preferences 
will  have  something  to  do  with  the  institution  of  marriage. 
In  fact  most  of  our  econcxnic  institutions,  including  property 
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and  contract,  are  oat  created  by  law  at  all,  but  sprii^  up 
qrantaneously  and  automatically  with  the  euppressioii  of 
violeDoe.  Let  the  goyenunent  once  suppress  violence  and 
property  exists.  It  can  only  be  destroyed  by  force  or  violence. 

But  aside  from  all  this,  if  mon(^;ainy  had  not  proved  to  be 
cm  the  whole  beneficent,  even  male  seinial  jealousy  could  not 
have  kept  it  tdive,  for  the  reason  that  monogamous  com- 
munities would  have  been  handicapped  in  the  stn^e  for 
land  and  subastence.  In  this  very  important  and  fundamen- 
tal sense  the  beneficence  of  monogamy  must  be  considered  aa 
a  factor  in  its  existence. 

It  is  pn^bly  true,  as  the  bdiaviorists  and  paychologicd 
socudogiBts  insist,  that  no  institution,  ch-  at  least  almost 
ncne,  was  ever  consciously  created  because  men  deliberated 
and  arrived  at  a  purely  intellectual  concluuon  that  its 
adoption  would  be  a  good  thing.  Since  the  social  con- 
tract theory  lost  its  vogue,  no  (me  has  ever  seriously 
held  such  a  view.  InstiDcts,  emotional  interests,  special 
desires,  and  unreasoning  impulses  have  doubtless  been  the 
moving  forces.  But  the  great  principle  of  selection  is  not 
abolidied  by  this  admission.  However  thc^  may  begin, 
some  eustans,  social  habits,  institutions  work  better  than 
othuB,  not  always  because  tbey  fit  man's  instincts  better 
than  others,  sometimes  for  reasons  in  no  way  connected 
with  peydiolc^y,  generally  for  a  mixture  of  psychol<^cal 
and  other  reasons.  Nearly  every  boy,  when  he  begins  to 
Btrop  a  nuor  finds  it  "natural"  to  turn  the  razor  on  its  ed^ 
rather  than  on  its  back.  He  soon  finds  that  it  does  not  work 
wdl.  At  considerable  pains  he  must  train  his  musolee  to 
workin  what  seems  to  be  an  "unnatural"  way.  If  he  had  to 
do  the  same  thing  under  the  orders  of  a  boss  he  would,  if  he 
had  read  much  behavioristic  econMnics  and  psychological 
sociology,  ted  outr^ed  at  such  an  attempt  to  warp  human 


This  Beans,  doubtiess,  a  very  smple  illustration ;  but  it  was 
cboMO  for  that  reason.  The  fact  that  after  the  boy  has  trained 
hifl  muscles  to  turn  the  razor  on  its  bock  the  motions  involved 
begin  to  seem  quite  as  "natural "  as  those  involved  in  turning 
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it  upon  ite  edge,  indicates  that  human  nature  ia,  within 
limits,  adaptable  and  can  without  hann  adjust  itself  to  mai^ 
non-peychological  conditions  whenever  there  is  a  mechanical 
or  economic  advant^e  in  doing  so.  This  observation,  more- 
over, has  many  applications  and  when  widely  applied  will 
compel  a  modification  of  the  findings,  not  of  social  psy- 
chologists of  recc^;nized  standing,  but  of  those  enemies  of  the 
present  social  order  who  have  seized  upon  social  psychology 
as  a  new  found  weapon  of  attack. 

The  observed  fact  that  men  do  sometimes  modify  their 
behavior  because  they  perceive  that  some  mechanical  or 
economic  advantage  may  be  secured  by  so  doing  can  scarcely 
be  ignored  by  any  scientific  student.  To  do  so  would  be  as 
gross  a  neglect  of  vital  facts  as  to  ignore  instincts  altogether. 
But  what  is  meant  by  the  statement,  quoted  from  Veblen, 
that  the  instincts  are  the  "prime  movers"  in  human  be- 
havior? If  it  means  that,  histoncally  and  anthropologically, 
men  behaved  instinctively  long  before  they  began  con- 
sciously to  shape  their  conduct  to  rational  economic  ends,  it 
may  be  freely  admitted ;  but,  what  of  it?  If  it  means  that  men 
never,  even  now,  consciously  shape  their  conduct  to  rational 
economic  ends,  it  is  absurd.  If  it  means  that  the  averse  man 
ia  still  mainly  controlled  by  his  instincts  and  only  to  a  slight 
degree  by  rational  c&lculatioQ,  a  number  of  large  and  difficult 
questions  are  raised. 

In  the  first  place,  what  is  meant  by  the  average  man?  Is  it 
an  arithmetical  average  of  all  human  beings  of  whatever  race, 
color  or  condition?  If  so,  can  any  statement  made  about  him 
be  appUed  to  Americans  of  the  twentieth  century?  Agwn,  if 
it  were  found  l^t  calculated  advantage  is  a  larger  factor  in 
determining  the  behavior  of  civilized  than  of  savage  men, 
and  that  its  infiuence  tends  to  increase  as  intelligence  and 
civilization  advance,  is  the  tendency  a  matter  of  importance? 
Again,  suppose  it  were  found  that  in  the  same  community 
there  was  a  wide  difference  among  individuals  in  the  degree 
to  which  rational  calculation  influenced  behavior,  the  eco- 
nomically successful  classes  being  more  largely  controlled  by 
rational   calculation  than  the  economically  unsuccessful, 
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would  that  possess  any  significance?  Would  we  advise 
people  to  control  tliemsdves  and  direct  their  conduct  by 
rational  calculation,  or  would  we  advise  them  to  "let  nature 
c&pfx"  7  It  comes  down  to  this;  would  we  advise  the  boy  to 
leam  by  hard  practice  to  turn  his  razor  on  its  back,  or  to  fol- 
low his  own  inclinations? 

l^eae  questions,  or  rather  this  question  —  for  they  are  all 
reducible  to  one  —  is  as  old  as  philosophy,  tho  it  has  not  often 
been  stated  in  economic  termB.  Shall  we  school  and  discipline 
ourselves  into  conformity  with  the  conditions  of  successful 
living,  or  shall  we  follow  our  own  proclivities  and  insist  that  it 
is  an  unjust  world  which  does  not  bestow  success  upon  us? 
Shall  we  labor  to  acquire  those  habits  which  are  best,  which 
worfc  w^,  trusting  that  practice  will  eventually  make  them 
agreeable,  or  shall  we  follow  our  instincts  because  of  the 
pleasurable  sensations  which  result,  and  let  the  ultimate 
economic  consequences  take  care  of  themselves?  Does  living 
"according  to  nature"  mean  adapting  ourselves  to  nature  in 
the  outer  sense,  or  does  it  mean  following  our  own  inherited 
nature?  The  prc^esmve  parts  of  the  world,  that  is,  tiiose 
parts  where  industry  has  been  efficient  enough,  and  govern- 
ments liberal  enough  to  permit .  considerable  numbers  of 
people  to  make  a  hving,  have  all  followed  the  stony  road  of 
self -discipline;  but  there  is  a  distinct  tendency  to  abandon  it 
for  the  primrose  path  of  instinctive  behaviorism.  Id  many 
circles,  educational,  reli^ous,  sociolt^cal,  and  economic, 
there  is  a  nervous  fear  lest  child  nature  or  human  nature  in 
goieral  should  be  warped,  its  instincts  thwarted,  or  that  it 
should  be  trained  out  of  its  "natural"  bent. 

The  process  of  trial  and  error,  sometimes  euphoniously 
called  "creative  evolution,"  is  doubtless  tending  to  bring 
about  a  harmony  between  human  behavior  and  the  behavior 
of  things.  Those  individuals  who  can  not  readily  discipline 
t^temselves  or  conform  their  behavior  to  the  mechanical  and 
ecDn<unio  necessities  of  a  situation,  or  who  suffer  serious  harm 
frmn  such  conformity,  tend  to  be  weeded  out,  while  those  to 
wIkhu  the  seU-diecipUne  which  proves  to  be  mechanically  or 
economically  advantageous  is  easy  and  harmless,  will  tend  to 


^dbyGoogle 


146  QUARTBBLr  JOURNAL  OP  ECONOMICS 

survive.  In  the  course  of  time  a  race  is  built  up  which  is  able 
to  do  things  in  the  right  way,  to  direct  its  conduct  with  Btwae 
regard  to  the  behavior  of  things;  but  this  race  is  created  and 
can  be  created  only  by  the  process  of  selection,  trial  and  error, 
success  and  failure,  survival  and  extinction.  To  say,  there- 
fore, that  a  certain  requirement  in  human  conduct  produces 
numerous  failures,  that  many  break  under  the  strain,  or 
suffer  certain  physical,  mental,  Eind  moral  disorders  through 
trying  to  hve  up  to  the  requirement,  is  not  enough  to  condemn 
it.  Does  the  requirement  work  well  when  people  do  live  up  to 
it,  and  is  there  a  sufficiently  large  element  in  the  race  who  can 
live  up  to  it  witiiout  harm,  to  serve  as  a  "saving  remnant" 
and  become  the  progenitors  of  new  generatioiis  of  superior 
adaptability?  If  so,  the  requirement  may  well  be  insisted 
upon,  in  spite  of  the  fact  that  considerable  numbers  find 
difficulty  in  conforming. 

True,  this  is  a  somewhat  hard  view  of  life  and  conduct;  but 
experience  with  real  thii^  must  convince  any  one  that  it  is 
hard  to  do  any  thing  in  the  right  way.  Every  mechanic 
knows  that  it  is  easier  to  botch  a  job  than  to  finish  it  property. 
There  is  only  one  right  way,  or  at  most  very  few,  of  doing  any- 
thing. There  are  a  thousand  wrong  ways.  This  observation 
sppUes,  without  exception,  to  everything  we  do;  it  even  ap- 
plies to  hving.  Not  in  a  purely  reUgious  sense,  but  in  the  most 
r^d  economic  and  mechanical  sense,  "strait  is  the  gate  and 
narrow  is  the  way  that  leads"  to  success,  or  survival,  for 
races,  and  natjons  as  well  as  for  individuals. 

The  importance  of  studying  the  p^chology  of  behavior 
with  a  view  to  ascertuning  how  men  may  be  controlled, 
directed  or  led  to  do  things  in  the  right  way  is  not  to  be 
minimized;  but  it  is  of  equal  importance  that  we  should  know 
the  right  ways,  not  simply  in  the  fields  of  mechanics  and 
technology,  but  equally  in  the  fields  of  economics,  politics, 
and  even  morals.  The  questions  how  men  actually  behave, 
and  why,  are  important;  the  questions  how  must  they  b^iave, 
and  why,  if  they  are  ta  succeed  in  this  world  of  stru^le, 
where  the  forks  in  the  road  that  lead  to  survival  and  extinc- 
tion always  before  them,  are  equally  important.    If  we  can 
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onoe  settie  the  latter  group  of  questions,  we  may  then  turn  to 
the  f  onner  for  the  purpose  of  finding  out  how  our  race  cao  be 
led  to  do  the  right  thinga,  that  is,  to  do  whatever  is  necessary 
to  its  own  perpetual  success  or  survival.  It  seems  to  the  re- 
-viewer  that  Ross  has  not  given  the  attention  to  this  olaes  of 
questions  which  they  deserve. 

The  chief  systems  of  sociology  should  be  classiied  on  the 
basis  of  this  difference.  One  group  is  largely  psychological 
and  anthropological,  the  other  is  economic  and  evolutionary. 
One  group  aims  to  describe  human  nature  as  it  is  found,  any- 
where and  everywhere.  The  other  aims,  so  far  as  it  discusses 
htuian  nature  at  all,  to  describe  it  as  it  inevitably  tends  to 
become,  as  it  must  become  under  the  conditions  of  the  evolu- 
tionary processes  of  selection,  and  as  it  has  actually  toided  to 
beoMDe  among  the  more  successful  races,  groups,  and  classes. 
One  group  is  primarily  ctmcemed  wit^  describing  and  clasa- 
fying;  the  other  with  analysing  and  evaluating.  Ross's  sya- 
tem  bdongs  in  the  one  class,  the  reviewer's  system,  if  he  may 
incsume  to  mention  himself  in  such  ctHuiection,  belongs  in  the 
other;  a  difference  which  may  account  for  the  criticisms  oon- 
tained  in  the  last  few  paragraphs. 

There  are  a  few  other  criticisms,  mostly  of  detail,  which  do 
not  depend  upon  a  difference  in  sociolo^cal  system,  but 
rather  upon  a  difference  of  temperament.  Almost  every 
paragraph,  aa  indicated  earlier  in  this  review,  contains  state- 
ments l^t  are  calculated  to  provoke  discussion  and  con- 
troversy. This  feature  adds  to  the  value  of  the  book  for  class 
nx»n  use,  but  can  scarcely  be  said  to  add  to  its  value  for 
purely  scientific  purposes.  Some  of  these  statem^its  are  so 
in-ooDsidered  as  to  provoke  something  more  than  a  question- 
ing attitude  and  a  desire  for  further  li^t. 

A  few  samples  will  suffice: 

"The  World  War  sprang  from  a  conflict  of  rival  imperial- 
isms. Bdbind  these  imperialisms  was  the  greed  of  certain 
influ^tial  financial  or  business  groups  secretly  m<dding  the 
taniga  poHcy  of  government"  (p.  45).  This  is  familiar  to 
thoee  who  have  listened  often  to  soap  box  paoifista,  but  one 
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does  not  expect  to  find  it  in  &  book  with  pretenaiona  to  scien- 
tific veracity.  Again  "Less  and  lesa  is  the  instinct  of  work- 
manship stimulated  as  the  minute  subdivision  of  tasks  makee 
labor  a  monotonous  repetition"  (p.  50).  The  monotonous 
repetition  of  this  formula  is  even  more  depreasing  thMi  the 
routine  work  of  the  machine  tender;  besides  it  does  not  con- 
vince the  critic^  judgment.  Few  operations  are  more  spe- 
cialized or  monotonous  than  plowing  or  knitting;  yet  Tolstoi 
has  testified  to  the  stimulating  effect  of  the  one  upon  the 
mind,  and  the  therapeutic  effect  of  the  other  in  case  of  ner- 
vous disorders  is  well  recognized.  Anyone  who  will  use  his 
eyes  and  his  mind,  and  compare  a  machine  tender  in  a  shoe 
factory  with  a  shoe  maker  at  hie  bench,  is  not  likely  to  be 
deceived  as  to  which  ia  the  happier,  the  freer  or  the  more  alert 
in  mind.  If  it  is  meant,  as  is  sometimes  implied,  that  an 
artist  is  happier  in  his  creative  work  than  the  average  ma- 
chine tender  is  in  his  monotonous  work,  the  statement  may 
be  freely  granted ;  but  it  does  not  follow  that  the  average  ma- 
chine tender  would  be  an  artist  if  he  were  not  unf  ortunatdy 
"chined"  (to  use  a  common  but  intentionally  misleading 
word)  to  his  machine,  or  that  he  would  be  happier  if  he  bad  to 
make  a  complete  product  instead  of  a  minute  fraction  of  it. 
Moreover,  in  spite  of  the  fact  that  laborers  have  been  told 
repeatedly  and  vociferously  that  machine  tending  stiflee 
their  instinct  of  workmanship  and  kills  all  joy  in  work,  they 
show  by  their  actions  that  they  do  not  believe  a  word  of  it. 
When  the  alternative  is  presented,  at  the  same  wages,  they 
will  uniformly  and  without  hesitation  choose  machine  tend- 
ing rather  than  farm  work  or  even  bench  work  in  which  they 
are  required  to  perform  a  multitude  of  operations. 

"Exclusive  capitalist  control  of  industry  thwarts  the  work- 
er's impulse  to  self-assertion,  stirred  as  it  is  by  the  democratic 
ideas  of  our  time"  (p.  50).  This  seems  to  imply  that  "excln- 
sive  capitalist  contrd"  has  b^en  seized  by  force  or  authority 
instead  of  being  won  by  the  process  of  buying  and  selling.  If 
some  choose  to  spend  their  surplus  incomes  for  producer's 
goods  while  others  spend  them  for  consumer's  goods,  both  are 
following  their  impulse  to  self-assertion,  yet  the  one  daas  will 
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tiMTeby  acquire  exclusve  control  of  the  capital  of  the  com- 
munity. Just  how  it  thwarts  the  deore  for  self-aesertioD  to 
allow  each  claaa  to  spend  ita  money  as  it  sees  fit,  or  how  any- 
Uiing  could  poeaibly  be  more  democratic  than  Uiis  would  be 
difficult  to  show.  If  those  who  chose  to  spend  their  money  for 
producer's  goods  were  not  allowed  to  own  what  they  bought, 
but  the  ownership  were  turned  over,  in  part,  to  those  who 
chose  to  spend  their  money  for  other  things,  it  looka  to  the 
reviewer  as  tho  this  would  be  some  interference  with  the 
"impulse  to  self-assertion."  Even  the  desire  to  possess  what 
one  has  never  paid  for  can  scarcely  be  denatured  by  suggesting 
that  it  is  "stirred  by  the  democratic  ideas  of  our  time."  It  is 
not  the  instinct  to  Belf-assertion  ao  much  as  the  instinct  to 
grab  what  the  other  fellow  has  that  is  involved.  This  is  not 
sanctified  when  done  in  the  h(dy  name  of  labor  fmy  more 
than  when  done  in  the  profane  name  of  business,  tho  there 
may  be  more  excuse  for  it  in  the  one  case  tiian  in  the  other. 
It  is  not  stirred  by  democratic  ideas  so  much  as  by  the  sense  of 
unrestrained  power  whidi  sometimes  takes  possession  of  an 
indignant  crowd. 

On  page  111  Roes  points  out  a  very  widespread  human 
tendency,  which  has  an  impwtant  bearing  on  the  case.  "The 
delist  of  'taking  down '  one  who  is  throwing  us  into  the 
shade  is  very  evident.  School  bo^  on  the  playground  '  take 
it  out '  oC  teacher's  pet,  bespatter  the  best-dressed  child,  and 
pursue  the  prize  pupil  chanting  some  incantation  rhyme  built 
about  his  name.  Girls  try  to  take  down  the  ^1  all  the  boys 
are  fond  of,  and  the  uncouth  lads  }can  to  humiliate  the  boy 
that  the  ^ris  favor."  Why  the  autiior  is  willing  to  reoc^nize 
the  tendency  to  "take  down"  those  more  successful  than  our- 
sdres  in  every  game  or  activity  except  mon^  gettii^,  or  why 
he  should  call  it  the  "stirring  of  democracy"  in  the  latter  case 
and  by  less  euphonious  names  in  all  others,  is  impossible  to 
ecmjecture.  And  yet  (p.  141)  he  says  "So  long  as  they  ex- 
hibit the  ordinary  economic  and  social  virtues,  the  capable 
areinnodangerfrompopularenvyand cupidity."  Thisisnot 
on^  inconsistent  with  his  remarim  about  "taking  down"  our 
more  successful  rivals,  but  it  is  contrary  to  experience  except 
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in  a  very  few  of  the  most  enli^tened  conununitiee  of  tbe 
earth.  So  far  ss  the  world  has  had  experience  of  proletarian 
Fevolutiona  it  has  learned  that  the  so-called  intelligeozia  fare 
no  better  at  the  hands  of  a  real  proletariat  than  do  land- 
owners and  capitalists. 

In  one  of  his  maif^n^  headings  (p.  113)  Roes  makes  the 
unqualified  statement  that  "no  one  is  really  eelf-ceatred." 
The  reasons  given,  however,  are  merely  that  no  one  is  abso- 
lutely indifferent  to  the  opinions  of  his  fellows.  The  fact  that 
one  cares  for  their  approval  certainly  indicates  a  certain, 
rather  intense  interest  in  oneeelf .  If  one  would  rather  be  wdl 
tiiought  of  than  to  have  some  one  else  well  thought  of,  that 
again  indicates  a  certun  preference  for  self  as  compared  with 
that  other  person.  If  one  cares  more  for  the  good  opinions  of 
those  nearest  him  in  point  of  space,  kinship,  ideals  or  like- 
mindedncss,  than  for  tbe  good  opinions  of  those  less  near, 
that  argues  also  (or  a  certain  self-centredness.  A  being  who 
cared  absolutdy  nothing  for  the  opinions  of  any  other  b^t^ 
would  be  hard  to  classify.  He  could  just  as  w^  be  absdutely 
without  interest  in  self  as  be  a  towerii^  egotist. 

Chapter  XII,  on  Expldtation,  presents  a  somewhat 
gloomy  picture.  One  gets  the  impreeuon  l^t  there  is  not 
very  much  g<HDg  on  in  civiliwd  society  except  exploitati(Hi. 
This  results  from  the  author's  tendenty  to  c^  everything 
exploitation  where  one  class  manages  to  prosper  more  than 
another  class.  Nowhere  does  he  make  the  important  distinc- 
tion between  exploitation  based  upon  the  power  to  inspire 
fear  and  that  based  upon  the  power  to  confer  benefit.  Wh^i 
a  group  can  get  what  it  wants  by  making  others  afraid  to 
refuse  its  demands,  whether  it  prospers  thereby  or  remains 
poor,  there  is,  qualitatively  at  least,  exploitation.  When  an- 
other group  can  get  what  it  wants  by  reason  of  its  power  to 
serve  or  minister  to  the  needs  of  others,  even  tho  it  prospers 
thereby,  it  is  doubtful  whether  the  process  ought  to  be  called 
expltatation;  yet  the  unthinking  never  make  any  such  dis- 
tinctaon.  Prosperity  is  sometimes  forced  upon  a  man  through 
no  fault  of  his  own.  The  person  who  is  recognized  as  indis- 
pensable can  generally  get  what  he  deores,  whether  it  be 
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T0t€8,  QUHiey  or  anythii^  else,  tho  the  very  people  who  have 
b^wfited  through  his  indispenaable  eervice  sometimes  resent 
his  success,  particulaiiy  among  the  backward  peoples  whose 
lack  of  economic  virtue  has  kept  them  back.  The  author's 
undiscriminating  discussion  of  exploitation,  and  many  other 
parts  of  the  book,  show  an  apparent  tendency  to  cater  to 
those  splenetic  temperaments  who  find  it  eaeder  to  believe 
evil  than  good  of  those  who  achieve  any  considerable  success 
either  in  vote  getting  or  money  getting. 

After  asserting  (p.  20S)  regarding  sumptuary  laws,  that 
tbey  are  intended  to  protect  the  prestige  of  the  higher  social 
orders,  tho  often  ui^ed  on  economic  grounds,  he  says: 

Monogamic  marriage,  tolerant  enough  toward  monastic  and 
Shaker  celibacy,  which  put  yet  greater  strain  on  hunuia  nature,  sup- 
presses as  a  dajigerous  rival  every  laxer  form  of  sex  relation  —  "free 
love,"  the  "comples  marriage"  of  the  Oneida  community,  Mormon 
polygamy,  etc.  Nor  has  it  acknowledged  any  right  of  groups  of  men 
and  women  to  order  their  relations  according  to  their  own  convictions 
and  judgment. 

The  statements  that  monogamic  marriage  does  acknowlet^ 
the  right  of  groups  of  men  and  women  to  maintain  celibacy, 
and  that  it  has  not  acknowledged  "any  right  of  groups  of 
men  and  women  to  order  their  relations,"  etc.,  are  of  course, 
ctmtradictory.  But, worse  than  this  is  the  imphcation  that  the 
strain  which  an  institution,  or  a  standard  of  conduct  puts  on 
human  nature  is  a  reason  for  condemning  it,  and  that  relations 
between  men  and  women  might  well  be  left  to  ' '  their  own 
conviction  and  jud^ent."  This,  however,  is  consistent  with 
the  nervousness  of  psychological  sociologists  and  economic 
behaviorists  in  general  lest  some  law  should  be  passed,  prac- 
tice adopted,  or  institution  established,  which  should  put  a 
strain  on  human  nature.  Even  more  monstrous,  however,  is 
the  implication  that  the  reason  why  monogamistfi  disapprove 
of  free  love,  complex  marriage  and  polygamy  is  to  preserve 
their  own  prestige. 

"The  catering  of  corporate  universities  to  the  prejudices  of 
possible  donors  would  hamper  gravely  the  teachii^  of  the 
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sodal  sctencea  were  it  not  that  they  have  to  meet  the  competi- 
tion of  the  liberal  state  universities"  (p.  216).  It  would  be 
interesting  to  know  whether  there  has  been  less  meddling  with 
academic  freedom  in  state  than  in  endowed  universitiea. 

The  frequent  occurrence  of  slurs  and  immeDdoes,  a  few 
Bfimples  of  which  have  been  quoted,  betraying  an  animus  of 
the  author  rath^  than  calmly  and  dispassionately  reasoned 
conclusions,  is  the  chief  we^cness  of  the  book.  But  we  must 
not  dwell  longer  on  this  weakness  lest  we  be  guilty  of  the 
vice  very  preval^it  amoi^  writers  on  sociology,  including  the 
author  before  us,  of  seeing  only  the  evil  and  the  disagreeable 
in  that  which  th^  are  trying  to  describe.  Th^  resemble 
certain  oriental  pessimists,  who  used  to  describe  .man,  of 
«h<nn  they  had  s  very  poor  opinion,  by  selecting  the  obsceni- 
ties of  anatomy  and  dwelling  upon  them  with  nauseating 
particularity.  Their  statements  of  detail  were  true  enough, 
but  their  pictures  of  man  as  a  living  whole  were  criminally 
false.  Many  of  our  writers  on  sociology  have  formed  the 
habit  of  sdecting  certain  sore  Gpots  on  the  body  politic,  and 
those  acpects  of  nonnal  social  life  which  lend  themadves 
most  eaaOy  to  dert^toiy  description,  and  of  dwelling  upon 
these  to  the  exclusion  of  everything  else. 

A  possible  reason  for  assuming  this  attitude  is  what  he  calls 
in  his  chapter  on  Opposition  (Ch.  XIII)  the  spirit  of  contra- 
diction. Regarding  "bom  kickers,"  he  says,  that  th^  "pose 
as  champions  of  threatened  ri^te,  knightly  defenders  of  the 
minority,  when,  in  fact,  what  animates  them  is  the  spirit 
of  contradiction."  Quoting  from  Simmel,  who  detects  in 
himself  "a  gentle,  often  scarcely  conscious,  and  even  imme- 
diately vanishing,  impulse  to  say  no  to  an  assertion  or  ap- 
peal," and  who  "infers  that  one  personahty  in  encountering 
expressions  of  the  personality  of  another,  cannot  assert  itself 
otherwise  than  by  some  form  of  opposition,"  he  concludes 
that  the  attitude  of  hostiUty  is  more  easily  created  than  that 
of  sympathy  and  appreciation.  It  seems,  however,  that  this 
conclusion  is  based  upon  too  narrow  a  field  of  observation. 
Some  people  undoubtedly  react  in  the  way  described,  but  it  is 
equally  certun  that  others  react  in  the  opposite.  Nor  is  it 
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vtry  profitable  to  try  to  find  out  how  the  average  man  acta. 
What  we  need  is  a  reaction  curve,  showing  tlie  distribution  of 
different  kinds  of  reactors  to  denunciatory  and  commenda- 
t<»y  silggeetion.  Everyone  knows  of  individufUa  who  axe  so 
kindly  dispoaed  toward  everybody  and  everything  as  to  as- 
sent naturaUy  to  everything  Uiat  is  said  to  them.  They  react 
differently  from  the  way  in  which  Simmel  finds  that  he  reacts. 
Between  the  exta^mes  of  counter  suggestion  and  patholc^cal 
obedience,  there  are  aU  degrees  of  good  nature  and  ill  nature. 
If  one  is  in  the  habit  of  talking  to  those  at  one  end  of  the 
curve,  he  will  doubtless  find  it  easier  to  create  hostiUty  and 
resentment  than  friend^p  and  appreciation.  "It  is  a  pity" 
says  Roes  (p.  160)  "that  hostility  is  a  highly  si^geetible  atti- 
tude. It  seems  to  be  easier  for  the  orator  to  sway  the  mob 
Offttiiut  scmeone  than  to  sway  it  for  him.  Simmel  holds  that 
it  IS  much  more  difficult  to  influence  the  average  man  in  gen- 
enil  [italics  mine]  to  take  an  interest  in  or  to  feel  an  inclina- 
tion of  sympathy  for  a  third  person  previously  indifferent 
than  to  develop  in  him  mistrust  and  antipathy." 

Mark  Antony  had  to  assure  the  mob  that  he  had  not  come 
to  praise  Caesar  before  he  could  even  get  a  hearing,  but  it 
was  the  mob  and  not  the  intellectual  and  moral  6hte  of  Rome 
to  wh<un  he  was  speaking.  Anyone  with  a  raucous  voice  can 
get  an  instantaneously  favorable  hearing  from  the  Sunday 
afternoon  crowds  in  almost  any  pubhc  place,  by  merely  stand- 
ing op  and  denouncii^  something.  At  the  same  time  and 
[dace  it  would  take  a  really  great  orator  to  create  a  good 
0{Mnioa  regarding  the  things  thus  deuotinced.  But  it  would 
be  hasty  to  conclude  anything  about  tke  "av^itge  man  in 
general  "untjl  we  had  tried  it  on  other  groups  of  people.  Even 
then  we  shall  probably  conclude  that  we  cannot  find  out  much 
about  the ' '  average  man  in  general,"  but  that  differ^it  groups 
react  differently  according  to  their  place  in  the  curve. 

These  trifling  weaknesses  should  not  blind  us  to  the  great 
and  conspicuous  merits  of  the  book.  Among  the  vast  number 
of  statements  that  are  calculated  to  provoke  discussion, 
Bcane  of  which  are  mere  shiis  and  innuendoes,  mai^  must  be 


^dbyGoogle 


154  QVARTBRLY  JOURNAL  OF  SC0N0MIC8 

regarded  as  genuine  flaahea  of  genius.  Speaking  of  the  n^d 
development  of  human  life  in  cold  countries  and  the  slow 
development  of  the  tropics,  Rtws  remarkB:  "Had  the  art  of 
cooling  kept  pace  with  the  art  of  heating  the  story  might  have 
been  different.  Ever  since  he  invented  fire  and  clad  himself  in 
ekina,  man  has  been  in  the  way  of  invading  the  harsher  climes; 
but  only  our  own  time  has  seen  the  beginniag  of  a  technique 
of  coolii^  which  may  yet  enable  him  to  conquer  the  tropics 
instead  of  succumbing  to  them  "  (p.  68). 

The  materialistic  and  other  special  interpretationa  of  his- 
tory are  effectively  disposed  of  as  follows: 

It  is  reasonable  to  suppose  that  men's  attitudes  and  actions  de- 
pend most  on  what  most  worries  them.  When  they  worry  chiefly 
about  what  the  Unseen  will  do  to  them,  the  course  of  society  will  be 
most  afFectod  by  developments  in  the  field  of  reli^on.  When  they  lie 
awake  for  fear  their  property  or  their  Uvea  will  be  taken,  their  atti- 
tude toward  everything  will  depend  on-  how  it  is  related  to  the 
Becurity-fumisbing  organization,  i.  e.,  the  State.  When  their  su- 
preme anxiety  is  where  the  nert  mea!  is  coming  from,  they  will  be  for 
everything  that  promises  to  promote  economic  success  and  agsinat 
everything  which  appears  to  hinder  it.  As  soon  as  one  worry  is 
soothed  it  ceases  to  shape  the  course  of  history  and  some  oth« 
supreme  worry  takes  charge. 

Whether  the  book  is  great  enough  to  dominate  the  minds  of 
sociol<^cal  students  and  determine  the  character  and  scope 
of  sociology  in  the  future,  remains  to  be  seen.  It  lacks  one 
quahty  which  such  a  book  ought  to  possess.  It  is  not  con- 
vincing, Tho3e  who  already  take  Ross's  point  of  view  will 
read  it  with  unmixed  delight  and  complete  agreement.  Those 
who  take  a  different  point  of  view  will  read  it  with  mingled 
delight  and  irritation,  and  with  only  partial  agreement. 
There  is  no  such  logical  and  consistent  line  of  reasoning  sup- 
ported by  ample  evidence  as  should  force  conviction  upon 
those  not  already  convinced.  The  book  will  serve  admirably 
as  a  thought  provoker  in  the  class  room;  but  a  great  and 
masterful  treatise  should  do  more  than  this. 

T.  N.  Cabvbb. 
Habtard  UNivaBsrrr. 
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ROCHE-AGUSSOL'S    P9YCH0L0GIE    fiCONOMIQUE 
CHEZ  LES  ANGLO-AMERICAINS  > 

Oppobtunitt  is  given  by  these  volumes  to  view  the  whole 
oontributioD  of  Engliah  and  American  "psychological" 
econ(»aistB  throi^  the  eyes  of  a  young  French  scholar, 
admir^ly  schooled  in  economics  under  Professor  Rist  and 
trained  further  in  I&w  and  social  philosophy. 

Who  are  the  psychological  economists  7  No  less  than  three 
fairly  distinct  movements  in  economic  theory  may  be  called 
psychol<^cal.  The  contributions  of-  the  margiDal  utility  an- 
alysis—  by  Jevons,  the  Austrians  and  others  —  constitute 
one.  Next,  there  is  a  scattered  body  of  criticism  b^pnnii^ 
perhaps  with  Knies,  directed  against  tbe  individualist,  he- 
donist, "  self-interest"  psycholi^y  of  the  classicals.  Critics  of 
this  type,  having  learned  from  anti-utilitarian  moralists  or 
from  social  psychologists  that  the  hedonist  psychology  is 
inaccurate,  protested  that  eoonomic  theory  based  on  it  must 
be  wrong  too,  tbo  they  have  never  been  clear  as  to  just  how  it 
might  be  serviceably  revised.  Their  influence,  it  would  ap- 
pear, has  beat  more  pronounced  in  the  English  and  German 
speaking  countries  than  in  France.  The  third  psfychological 
movaneot  has  recently  grown  out  of  the  second.  Tliis 
school,  without  disputing  seriously  the  marginal  analysis, 
which  takes  people's  economic  wants  for  granted,  attempts  to 
develop  by  psychological  methods  a  body  of  positive  theory 
to  diow  why  wants  are  what  they  are,  and  how  they  may  be 
better  adapted  to  ^eternal  nature.  S<Hne  writings  of  Taussig, 

■  Manrioa  Roobe-AcuHol:  (1)  La  Piyoholo^c  Dsonomiiiua  flhu  Im  AasIo-AinCri- 
suia.  pp.  407,  ISIS;  (S)  £tude  BibUognphique  dei  Souroaa  de  !>  Piyoboloait  fioo- 
DOoiique  aba  1«  An^n-Amtriouni.  pp.  127,  1919.  Porii,  L«od  Tenin. 
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Hobeoa,  J.  M.  Clatk,  Parker,  and  even  Carver,  are  tentative 
^orts  in  tlus  direction. 

Which  of  these  trends  is  reflected  in  Dr.  Roche-Aguaeol'B 
Paychclogie  Seonomique  t  He  takes  no  acoount  of  tiie  third; 
and  he  attempts  to  deal  with  the  first  two  groups  we  have 
mentioned  as  a  unit.  He  is  a  marginal-utility  enthuaiast, 
quite  in  the  spirit  of  Jevona  and  the  Ammcan  "  psychological 
BCJioor'  of  Fetter  and  Fisher,  and  a  good  part  of  his  work 
details  the  triumphs  of  this  analyas  over  the  classicals. 
Sometimes  be  speaks  of  pure  econranics  as  if  it  were  the  same 
thing  as  psychological  economics.  Yet  he  seeks  all  along  to 
show  that  social  psychology,  challenging  the  individualist, 
hedonist,  determinist,  optimist  psychology,  and  philosophy 
of  tlie  classicals,  has  led  to  important  modifications  of  eco- 
nomic theory.  To  this  end  he  draws  elaborately  on  American 
and  French  sociologists,  and  among  economists  especially  on 
J.  B.  Clark  (who  seems  best  to  typify  for  him  tlie  psy- 
choI(^cal  economist)  for  BUfseetions  on  moral  forces,  custno, 
the  oi^anic  constitution  of  society.  Clarii  in  turn  had  drawn 
from  these  same  BOciol(%iBtB  —  Dewey,  Baldwin,  Giddings, 
and  the  rest,  as  well  as  from  the  German  historical  school. 

But  how  far  in  the  end  did  Clark's  social  psycholc^y  get 
him  fnKn  Jevons,  who  held  the  most  thoro-going  hedonist 
views  7  Dr.  Roche-Aguasol  does  not  meet  Bdhm-Baweric's 
protest  that  the  modem  theory  of  value  is  founded  on  objec- 
tive facts  of  choice,  shown  by  price  offers,  and  not  on  any 
special  psychological  explanation  of  choice.  He  does  not  even 
realize,  apparently,  that  there  is  any  question  about  the 
dependency  of  tlie  former  on  the  latter.  His  pure  economics 
(marginal  analyas  of  value  and  distribution)  therefore  spins 
out  just  as  it  would  on  hedonist  premises  —  very  cchd- 
petenUy  too  —  and  his  sociological  interpretations  and 
criticisms  get  him  nowhere  in  positive  economic  theory.  The 
proof  of  this  judpoent  is  that  he  draws  indifferently  on  Je- 
vons, Claik,  Fisher,  Edgeworth,  Wicksteed,  for  his  "  pey- 
chological"  economict,  whose  contributions  are  undisturbed 
by  the  sociok^ical  excurnons  into  Tarde,  Dewey,  Bergson 
andothos. 
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WiUi  these  indications  of  the  author's  trend,  we  may 
glaoce  at  the  list  of  authors  in  his  Btude  Bibliographique;  it 
helps  to  choraoterixe  his  main  oritical  work.  First  there  is  a 
group  of  psycholt^Bta  and  aociol<^at8,  evidently  those  he 
oonsideismostiiDportantin  the  matter:  Jamee,  Dewey,  Bald- 
win, Giddings.  The  omission  of  McDougall  is  unaccountable. 
Then  a  group  of  American  economists:  J.  B.  Clark,  Carver, 
Patten,  Walker,  Hawley,  Taussig,  Fisher,  Fetter,  Tuttle, 
Vebien,  J.  M.  Clark.  The  English  group  is  Jevons,  Marshall, 
Wicksteed,  Smart,  and  Hobson.  Bic^aphical  notes  are  given 
on  most  of  these  men,  and  their  productions  are  briefiy  sum- 
marized  and  related.  Of  course  Davenport,  B.  M.  Anderson 
(whose  standpoint  is  very  similar  to  that  of  Dr.  Roche- 
Agussol),  Camian  and  others  might  well  have  been  induded, 
but,  working  at  a  distance,  the  author  has  collected  repre- 
sentative Ai^o-Americao  opinion  on  the  many  aspects 
(utility,  v^ue,  distribution,  social  welfare,  philosophical  rela- 
tions) which  are,  for  him,  psycholt^cal  econcanica. 

Turning  now  to  the  principal  work,  La  Psyckologie  Sa^ 
nomique,  I  may  say  at  once  it  is  much  more  than  a  rehash. 
The  assessment  of  credit  for  particular  doctrines  to  various 
F.ngliah  and  AmencMi  writers  is  subordinate  to  a  systematic 
treatment  of  the  whole  mat^inal  economics.  The  author  is 
well  acquainted  with  the  French  and  Austrian  schools,  in- 
cluding the  mathranatical  variety,  and  he  is  not  lacking  in 
original  constructive  criticism.  I  r^ret  I  cannot  do  justice  to 
his  noik  in  the  subtleties  of  pure  economics,  wherein  the 
main  excellence  of  the  book  undoubtedly  lies.  His  figurative 
style  is  pleasing,  tho  the  expomtion  proceeds  too  much  in  the 
abstract,  unrelieved  by  specific  illuBtrative  applications.  The 
philosophical  relations  brought  out  all  along  —  on  just 
price,  for  example  —  are  manifold,  often  novel,  and  will  be 
valued  highly  by  many  readers. 

The  first  of  the  two  main  divisions  is  devoted  to  "Funda- 
mental Ideas"  —  method,  utihty,  maiginal  utihty,  cost, 
synthesis  of  value,  we^th.  The  second  part  is  "Applica- 
Uoos"  —~  price,  marginal  theory  in  distribution,  rent,  interest. 

In  the  chiq>ter  on  method  he  proceeds  from  the  acceptable 
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point  that  value  ia  not  fixed  by  past  erenia  but  is  prospective, 
based  on  the  future,  to  the  Heracleitian,  Bei^KBonian  podtios 
that  eveiything  ia  in  flux ;  membera  of  society  are  constantly 
inventing  and  are  infiuencing  one  another  by  interplay  cH 
minds,  by  imitation.  We  must  abandon  the  individualist, 
mechanist  standpoint  of  the  classical  economista  and  turn  to 
eodal  peycboli^y. 

The  familiar  reply  is  at  hand  —  bow  can  you  found  stuence 
on  indeterminism  7  Explanation  and  prediction  are  possible 
only  on  the  assumption  that  nature  contains  uniformities 
whidi  can  be  discovered.  The  author  seems  to  think  the 
mathematical  idea  of  function,  of  mutually  determining 
variables  like  quantity  and  price,  fits  in  with  the  philosophy  of 
spontaneity.  But  it  ia  otherwise  if  the  mathematical  formulae 
are  supposed  to  have  any  correspondence  to  real  phenCHnena. 
The  instance  is  one  among  many  of  his  exaggerated  contrast 
between  the  mftrginul  and  the  claaaical  econ<Hnic8,  arising 
&om  the  use  of  philosophical  dialectic. 

Fortunately  all  this  does  not  interfere  serious^  with  his 
handling  of  the  marginal  analysis.  The  "law  of  substitution" 
is  developed  admirably  and  at  length.  In  general  he  follows 
Fisher  and  Wickateed  on  value,  cfdling  in  Clark  wherev^ 
there  ia  a  chance.  He  distinguishes  three  kinds  of  cost  — 
utilization,  acquisition  and  of  production  (Ch.  IV).  The  first 
is  pffychic  opportunity-cost  —  the  most  urgent  desire  left 
unsatisfied  —  and  he  believes  all  other  costs  reduce  to  this 
rather  than  to  ai^  kind  of  unpleasantness.  The  strength  of  s 
single  deeire  is  measured  by  the  proportion  of  the  agent's  re- 
sources it  can  oMomand. 

In  regard  to  the  interplay  of  deairea  and  the  judgment  of 
value  be  invokes  the  magic  of  self-realization,  insisting  that  a 
desire  is  a  very  different  thing  from  a  pleasure.  Very  likely; 
but  so  far  as  value  is  concerned,  both  woik  out  by  the  familiar 
hedonic  calculus.  Otherwise  how  could  he  use  the  device  <rf 
infinitesimal  incremenla  ?  He  knows,  of  course,  that  individ- 
ual men  do  not  juggle  with  such  increments  but  in  tbe  a^re- 
gate  (reference  to  Jevona)  demands  do  show  great  regularity. 
Tliis  fact  should  surest  a  few  puziles  to  the  indeterminist. 
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Individual  "spontaneity"  is  just  what  he  would  expect;  but 
where  does  the  r^ularity  of  the  averages  come  from  ? 

In  the  discusaions  of  dietributioQ  we  find  Clark's  influence 
most  marked;  hence  little  consideration  of  several  important 
questions  in  economic  psychology.  Specific  productivity  is 
the  key ;  he  shows  that  the  device  of  increments  renovates  the 
Austrian  t^ieory  of  groes  imputation;  but  he  fails  to  criticiK 
the  ethical  pretensions  of  Clark's  formula.  Carver  would  be  a 
safer  guide,  saying  as  he  does  that  the  function  of  a  high  price 
is  to  induce  people  to  increase  scarce  and  highly  useful  serv- 
ice. Here  also  there  is  exaggeration  of  the  contrast  between 
marginal  and  classical  doctrines  —  solidarity  opposed  to  con- 
flict, and  so  on. 

The  analysis  of  rent  is  devoted  chiefly  to  the  p^t^logical 
surpluses  in  labor,  in  saving,  and  in  consumption;  but  no  at- 
tempt is  made  to  appraise  their  significance  in  the  light  of 
socialist  proposals.  What  would  be  the  effect  on  the  supply 
and  organization  of  capital  and  labor,  if  everyone  were  given 
a  nearly  uniform  Bubsistence,  "appropriate  to  a  civilised 
being  7 "  What  is  the  motivation  in  inheritance,  trade- 
marics,  titles  7  What  institutional  changes  does  the  nature  of 
motives  make  possible  and  desirable  for  larger  wdfare  7  In 
such  questions  Dr.  Roche-Aguseol,  like  a  good  pure  econ- 
omist, is  i^ipMtenUy  not  interested.  If  he  were,  it  is  unlikely 
that  his  indeterminist,  speculative  social  psycholc^y  of 
twenty  years  ago  would  go  far  toward  solving  the  problems. 
The  objective,  biological,  mechanistic  psycholc^^  of  the 
laboratories  —  sometimes  called  "  behaviorist "  —  tho  it  be 
nearer  to  old-fashioned  asaooiationist-hedonism,  is  better  cal- 
culated to  lead  to  a  real  science  of  wants,  a  real  philosophy 
irfBoetety. 

Z.  C.  DiaciHBOiT. 

UNIVSBSnT  OF  UlMNWOTA. 
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Neahlt  thirty  years  have  elapsed  since,  in  the  original 
edition  of  this  book,  Mr,  and  Mrs.  Webb  conquered  a  hitherto 
unsurveyed  desert  for  economic  science;  and  it  is  not  too  much 
to  say  that  their  book,  in  the  interval,  has  become  the  founda- 
tion upon  which  all  subsequent  investigators  have  had  to 
build.  The  new  edition  is  almost  a  new  book;  for  the  two 
hundred  and  fifty  pages  which  desil  with  the  history  of  the  last 
generation  give  a  new  perspective  to  what  has  gone  before. 
The  new  book  has  all  the  qualities  of  the  old  —  the  aame 
monumental  grasp  of  detail,  the  same  ability  to  hew  the  way 
from  massive  bodies  of  fact  to  equally  massive  generalization, 
the  sune  unique  insij^t  into  the  meaning  of  economic  institu- 
tions. If  there  is  a  certain  triumphant  note  in  the  pages,  it  is, 
after  all,  not  unpardonable;  for  the  advance  Mr.  and  Mrs. 
Webb  have  to  record  is  in  no  small  part  of  their  own  making. 
No  one  can  study  the  history  of  labor  since  1890  without  tiie 
sense  that  Mr.  and  Mrs.  Webb  have  been  the  midwives  of 
ideas  that  otherwise  could  hardly  have  been  bom;  and  if 
there  is  a  maturity  about  the  ideas  and  structure  of  British 
trade  unionism  not  imfairiy  to  be  described  as  absent  from 
the  American  movement,  it  is  largely  because  their  books 
have  made  possible  the  emergence  of  an  organized  body  of 
thought  such  as,  at  least  upon  this  subject,  no  other  country 
ft^n  claim. 

In  several  senses,  the  history  of  British  trade  unionism 
since  1890  is  one  of  hardly  chequered  prt^ess.  Even  the 
seeming  defeats,  as  in  the  Taff  Vale  and  Osborne  judgments, 

«  Wabb.   BariiBd  editim. 


idb,Googk' 


REVIEWS  161 

have  been  masked  victories;  for  the  one  led  to  the  formation 
of  the  L&bor  party  proper,  and  the  other,  by  leading  to  the 
payment  <^  members,  democratized  a  career  which  otherwise 
must  la^dy  have  remained  die  peculiar  appan^e  of  a 
leisured  dasa.  Yet  it  is  the  great  merit  of  Mr.  and  Mrs. 
Webb's  book  that  they  do  not  seek  to  conceal  the  defects  of 
British  labor;  and  these  defects  have  a  special  importance 
when  it  is  realised  how  large  a  part  the  trade  unions  of  today 
will  play  in  the  industrial  organization  of  tomorrow.  Granted 
an  increase  in  numbers  which,  in  1894,  would  have  seemed 
impossible;  granted  also  an  amazing  growth  of  self-reepect 
which  has  aadsd  that  period  of  dependence  upon  liberalism 
which  is  stiU  typical  of  a  handful  of  the  older  officials; 
gntoted,  finalfy,  an  eagerness  to  end  the  criminal  waste  in- 
Tolved  iD  unnecessary  jurisdictional  conflicts  —  it  still  re- 
mainB  true  that  the  labor  moronent  has  sraious  problems  to 
tmoe  brfore  it  cao  hope  fully  to  utilise  the  resources  at  its 
di^xisal. 

It  has  still,  broadly  speaking,  to  realise  the  s^nificance  of 
ezpertite.  A  movement  so  vast,  which  depends  upon  a  knowl- 
edge so  technical  in  its  nature,  caimot  afford  to  starve  its 
officials  or  to  understaff  its  offices.  Yet  it  must  be  confessed 
that  few  of  the  unions  have  so  far  grasped  the  s^nificaace  of 
this  issue.  The  officials  of  a  great  trade  union  are  not  less  a 
goiuine  civil  service  tJian  the  officials  of  a  modem  govern- 
ment, lliey  have,  crften  enou^,  the  life  of  the  community  in 
their  bands.  Yet  tiiere  are  many  aspects  of  their  work  in 
vAdch  they  are  lamentably  served.  In  information  and 
publicity,  in  that  saving  of  time  which  comee  from  the  proper 
use  of  subordinates  for  unimportant  tasks,  tiiey  have  much  to 
kam.  He  difficulty  of  course  is  to  keep  them  occupied  only 
with  fundamental  business  and  at  the  same  time  to  prevent 
that  separation  from  the  rank  and  file  which  is  the  root  of 
labor's  prttfoundest  suspicions.  The  difficulty  is  clearly  sur- 
mountable in  the  case  of  men  of  the  mind  and  temper  of  Mr. 
Robert  Smillie;  but  it  has  still  to  become  characteristic  of  the 
movaoent  as  a  whole. 

Allied  to  this  proUem  is  the  proper  use  of  external  assist- 
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anee.  Here,  it  must  be  admitted,  labor  has  still  to  lose  a 
doubt  of  tbe  brainworker  whit^  deprives  it  of  valuable  aid. 
In  the  larger  econonuo  issues  which  it  confnmte,  more  tlian 
half  its  problem  coosiBts  in  convinang  pubUo  opinion  that  its 
case  ia  just;  yet  the  obvious  assistance  to  persuaaon  is  largely 
neglected.  Occasionally  a  distinguished  mind  like  that  of  Mr. 
Coie  will  win  an  exceptional  degree  of  confidence;  and  the 
magoiGcent  way  in  which  the  railway  unions  stated  ibeir 
case  in  the  strike  of  1919  is  testimony  and  to  spare  of  its 
value.  But  there  is  not  enou^ef^emeas  to  take  advantage  (^ 
the  intellectual  training  which  the  changing  social  penumbra 
has  placed  at  labor's  disposal.  This  ia  perhaps  moat  striking)^ 
apparent  on  the  political  side.  The  average  labor  party  in  a 
constituency  etill  seems  to  prefer  the  local  trade  union  secre- 
taiy  whom  its  members  have  known  all  their  lives  than  a 
i«ally  distinguished  sympathizer  who  does  not  hi^)pffli  to 
have  local  affiliations.  The  result  is  written  ^aage  ia  the 
quality  of  the  labor  party  in  Pariiament;  for,  to  put  it 
Uuntly,  apart  from  an  ocoauonal  speech  by  Mr.  Thomas  or 
Mr.  Qynee,  there  is  no  labor  member  whose  parUamentary 
technique  is  equal  to  that  of  the  leaders  of  the  liberal  or  coo- 
servative  forces.  It  is  true,  indeed,  that  care  must  be  exer- 
cised to  prevent  ^e  party  being  the  instrument  for  fulfilling 
the  debating  ambitions  of  Oxford  and  Cambridge.  Bui  a 
much  more  close  affiliation  between  hand  and  brain  workers 
must  be  effected  if  the  party  is  to  be  successful  in  the  House  oC 


Hardly  tees  important  ia  the  question  of  joint  industrial 
action.  Here,  indeed,  a  great  ocperiment  has  been  made;  and 
a  still  greater  is  to  ocHae.  The  "Triple  Alliance"  of  miners, 
railwaymen  and  tnnsport  workers  ia  a  solid  realisation  <rf  the 
necessity  of  unifying  the  forces  of  labw,  and  it  has,  so  far,  had 
a  not  undistinguiahed  history.  And  there  is  now  being  set  up 
a ' '  general  staff "  which  will  integrate  the  unions  as  a  whole  in 
a  way  iriiich  ndther  the  Parliamentary  Committee  nor  the 
General  Federation  of  Trade  Unions  has  been  able  to  do.  Yet 
not  a  Uttle  of  wastage  remains.  Jurisdictional  diaputee  ue 
stiU  lamentably  numerous.    Strikes  such  as  the  present 
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printer's  strike  in  the  North  ehow  how  little  thinking  has 
been  done  by  the  unions  upon  really  basic  problems  hks  the 
rdation  of  skilled  wages  to  those  of  the  Bemi-ekilled.  No 
unified  attitude  upon  conditions  of  oitnince  to  the  trade 
seems  likely  of  achierement  ia  the  near  future.  Few  umons 
sit  down  to  think  out  tbeir  relation  to  the  foreman  ia  a  given 
works;  with  the  result  that  the  electrical  trades  are  in  the 
midst  (rf  a  national  lock-out  up(»i  a  Bpasmodic  instance  which 
the  public  inevitably  r^ards  as  a  quarrel  over  a  minor  issue 
instead  of  a  large  question  of  principle.  So,  too,  in  r^ard  to 
the  [Hoblem  of  the  xinit  of  industrial  unionism.  The  local 
brandli  is  based  rather  upon  residence  than  upon  place  of 
wwkj  and  with  the  increasing  edie  of  tsctonee,  with  the  con- 
sequent growth  of  shop  stewards,  it  is  inevitable  that  in  many 
cases  it  should  have  become  obsolete.  Yet  it  is  also  clear 
that  within  the  ranks  of  unioniiBn,  too  little  provision  is  made 
for  thinking  upon  this  t^ype  of  question.  Men  hke  Mr. 
Btrako*  of  the  Miners,  like  Mr.  Tom  Mann  of  the  Engineera, 
show  a  real  seaise  of  its  importance;  but,  taken  l^  and  large, 
tile  nuun  bulk  of  thou^t  has  eome  from  interested  observers 
Ukb  Mr.  Webb  and  Mr.  Cole.  And  even  an  obvious  body  like 
the  Laixa  Reeeardi  Department,  which  is  capable  of  under- 
taking the  needed  work,  is  only  half-heartedly  supported  l^ 
the  movement. 

Ilie  problem  oi ' '  Direct  Aetion  "  is  dealt  with  very  fully  by 
BCr.  and  Mrs.  Webb  in  these  chaptoi,  and  they  write  of  it 
with  an  understanding  and  an  insist  which  are  alike  incom- 
parable. Direct  action  over  a  distinctly  industrial  issue  is 
now  an  accepted  oommonplaoe.  T%e  more  difficult  question 
ia  the  use  of  industrial  power  for  political  ends.  British  labor, 
im  example,  has  recently  prevented  the  government  from  em- 
barkii^  upon  a  war  with  Rusna  by  the  threat  of  a  general 
strike.  Hie  proUem  of  war  is,  perhaps,  a  question  apart; 
eertainly  there  must  be  few  observen  not  willing  to  admit 
that  in  the  reoemt  issue  labor  was  closer  than  the  government 
to  tiie  sense  of  the  community.  But  general  strikes  have  been 
urged  (m  narrower  issues,  like  the  treatment  of  Ireland  and  the 
iat>on  of  mines.  What  is  the  validi^  of  such  acti(m7 
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Clearly  enough,  it  is,  if  resisted,  tantamount  to  a  revolution- 
ary act;  for  no  goveniment  oould  maintain  ita  authority  if  it 
was  unable  to  mftmt-*^in  a  policy  it  deemed  itself  elected  to 
secure.  And  the  issue  is  peculiarly  complex  in  a  country 
where  all  men  and  moat  women  are  entitled  to  vote.  More 
moderate  unionists,  like  Mr.  'nuHnaa,  believe  that  direct  ac- 
tion for  politictd  purposes  is  justifiable  only  when,  as  with  the 
recent  case  of  Rusaa,  the  govemment  seems  anxious  to  force 
the  country  into  an  unwanted  war.  Others,  like  Mr.  Smillie, 
seem  to  argue  that  if  the  trade  anion  movement  is  largely 
convinced  that  acHne  definite  object  is  desirable  it  is  justified 
in  resorting  to  direct  action  for  its  accomplishment. 

Mr.  and  Mrs.  Webb  pduit  out  in  an  admiralde  passage 
(p.  669)  how  comidex  are  the  motives  frmn  whid)  that  belief 
springs.  In  part  it  is  that  will  to  power  which  is  not  char- 
acteristic of  labor  atone  but  of  which,  in  recent  English  his- 
tory, the  Unionist  party  in  Ulster  may  be  said  to  iHovide  the 
most  r^narkable  illustration.  The  vicar  who  refuses  the 
pariah  hall  for  a  socialist  meeting  is  exercising  the  same  kind 
of  power  in  a  way  only  less  c^ensive  because  of  its  smaller 
repercussion.  In  part,  also,  it  is  a  sense,  on  the  part  of  a 
growing  body  of  workers,  that  parliament  is  so  unrelated  to 
their  needs  and  desires,  that  they  must  look  to  their  own 
power  for  their  acoomplidbment.  At  the  moment  this  is  stiU 
a  minority  view;  tho  labor  is  on  record  as  contingently  in 
favor  of  direct  action  if  the  pres^it  mi^vemment  of  Ireland 
continue.  And  if  it  be  replied  that  trade  unionists  have  votes 
and  can  return  a  labw  govonm^it  if  they  so  will,  it  is 
answered  Ihat  the  educatjon  of  the  average  Sector  being  in- 
sufficient to  make  him  use  that  vote  effectively,  resort  must 
be  had  to  other  weapons. 

Here,  deaiiy  enou^,  we  approach  the  dictatorship  cA  the 
proletariat;  or  rather,  of  that  section  of  the  proletariat  which 
is  Buffici^itly  convinced  of  the  ri^tnees  of  its  purpose  to 
sway  the  indifferent  masses.  It  is  no  easy  theory  to  answer. 
No  one  can  deny  that  the  training  for  citiisenship  at  present 
afforded  by  the  BritiA  educational  system  is  largdy  ineffec- 
tive and  that  the  signifioanoe  of  the  suffrage  thereby  suffers 
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grave  attenuatioii.  No  one  ooa  deoy,  either,  that  it  is  to  the 
interest  of  a  l&rge  portion  of  tbe  ctHumunity  to  impede  educa- 
tional progress  as  long  as  possible;  indeed,  deliberate  hind- 
rances even  to  such  timid  measures  as  the  Fi^er  Act  are  not 
undiscoverable.  And  the  prestige  of  Pariifunent  sinks  lower 
with  every  eession.  That  is  not,  indeed,  an  entirely  new  phe- 
nomenon; as  early  as  1898  the  late  E.  L.  Godkin  observed 
with  alarm  the  decline  both  of  die  quali^  of,  and  respect  for, 
legislatures.  It  is  bectnning  increaungly  apparent  that  the 
only  way  to  appease  the  clamor  for  direct  action  is  by  a 
vastly  improved  educational  system,  on  the  one  hand,  and  a 
thoro-going  reviaon  of  political  institutionB  upon  the  other. 
Mr.  and  Mrs.  Webb  are  iDclined  to  doubt  whether  endorse* 
ment  of  a  political  general  strike  would  be  had.  But  it  is 
certain  that  the  channels  throu^  which  majority  rule  makes 
its  way  must  be  effectively  revised  if  direct  action  is  not  to 
become  a  normal  weapon  of  labor. 

And  revised  in  a  particular  direction.  The  most  important 
pages  of  Mr.  and  Mrs.  Webb's  book  are  those  in  which  they 
record  the  growing  demand  of  the  labor  movement  for  the 
elimination  of  the  capitalist  profit-maker.  "To  the  new 
school  of  Trade  Unionists,"  they  write  (p.  673)  "the  nation- 
alisation or  municipahzation  of  industry,  or  its  assumption  by 
consumers'  cooperation,  is  a  necessary  ix^liminary  to  the 
partnership  of  Labor  in  its  government."  Of  this  there  can  be 
no  question;  and  things  like  the  evidence  as  to  waste  and  mis- 
management produced  before  tbe  Coal  Industry  Commission 
of  1919  have  convinced  even  conservative  thinkers  that  the 
day  of  the  old  capitalism  is  done.  With  tiiat  view,  of  course, 
Mr.  and  Mrs.  Webb  are  in  complete  empathy;  and  they 
look  to  its  triumph  in  part  through  the  growth  of  trade  union 
strength,  in  part  by  the  conquest  of  the  electorate  by  the 
Labor  party.  Iliat  ultimately  th^  are  right,  is  becoming 
more  and  more  the  view  of  most  detached  observers.  Sociol- 
ogists like  Mr.  Graham  Wallas,  administrators  like  Lord 
Haldane,  economists  like  Mr.  R.  H.  Tawney,  have  all  given 
utterance  to  tiieir  conviction  on  this  issue.  What  must  strike 
the  outsider  is  the  relatively  small  amount  of  thinking  upon 
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the  problema  of  organiution  involved  in  this  vision.  Tile 
mostfatdiionable  creed  ftt  the  moment  ia  guild  sociiilism;  and 
■the  attiactiveneee  of  ita  appeal  and  the  ability  with  whiiA  it  is 
a^ed  are  alike  unqueetionable.  Yet  most  who  examine  the 
literature  of  guild  socialism  will  be  a  little  baffled  at  its  reti- 
cence upon  such  vital  queetions  as  the  fixation  of  price,  the 
procur^nent  of  capital,  the  maintenance  of  discipline,  the 
retention  of  fin^  contiol  in  the  c<Hmnunity  as  a  whole.  The 
nature  of  soci^  organisation  is  sur^  more  complicated  than 
the  leaders  of  labor  intdleotualism  would  have  ua  ima^e, 
and  the  economic  federalism  for  which  they  stand  sponsor 
will  have  to  penetrate  further  into  the  masses  of  their  fol< 
lowers,  and,  irtiat  is  even  more  important,  become  more 
genuinely  rdated  to  the  facts  of  psychology  and  l^e  inesci^ 
able  technique  of  administration,  b^ore  it  becomes  a  program 
capable  of  practical  appeal. 

This  perhaps  ovemnjdiaaxes  the  difficulties  a  study  of  Mr. 
and  Mrs.  Webb's  book  must  si^gest;  or,  rather,  its  perspec- 
tive ia  wrong  by  the  absence  of  the  admirable  qualities  the^ 
have  to  record.  An  observer  of  British  labor  today  would,  I 
suiKest,  be  impireesod  at  its  solid  idealism  and  singular  adi^ 
tabihty;  and  he  would  note  that  it  is  in  precisely  these  quali- 
ties that  its  opponents  are  most  profoundly  wanting.  He 
would  note,  further,  that  it  is  today  the  one  party  in  the 
state  with  a  program  which  goes  beyond  the  improvization  of 
crises  into  temporary  legislation,  that  it  is  the  one  ptuty  which 
exercises  a  consistent  hold  upon  the  imi^ination  of  t^ 
younger  generation.  It  has  energy,  it  has  ability,  it  has 
oithusiasm.  That  its  future  will  be  chequered  by  diaiUusion 
and  error  no  one  can  doubt.  But  it  is  not  the  least  splendid 
part  of  Mr.  and  Mrs.  Webb's  Hilary  that  no  one  can  read 
its  record  without  a  sense  that  it  is  the  preface  to  a  destiny 
even  more  t^naikaUe  than  its  own  striking  past. 

HaBOLD  J.  L&SKI. 
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THE  BRITISH  FINANCE  ACT,  1S20 

The  British  Finance  Act,  1920  (approved  Auguet  Sth),  is  of 
interest  in  several  respects.  Perhaps  the  moat  striking  feature 
is  the  repeal  of  the  Land  Value  Duties;  nothing  of  the  experi- 
ment remains  except  the  Mineral  Rigbte  Duty.  These  taxes, 
introduced  eleven  years  ago  by  Mr.  Lloyd  Geoi^  as  Chan- 
cellor of  the  £lxchequer  against  fierce  opposition,  are  now 
abandoned  with  few  expressions  of  regret,  and  the  sums  p^d 
by  taxpayers  are  to  be  returned  to  them  on  application.  Mr. 
Asquith  and  many  other  members  of  the  House  still  maintain 
that  the  principle  of  land  values  tfuration  is  admirable,  but 
these  particular  duties  are  generally  admitted  to  be  unwork- 
able. In  fact  no  Undeveloped  Land  Duty  has  been  assessed 
once  1914,  and  legislation  of  a  highly  techmcal  character 
would  have  been  required  to  revive  this  and  the  other  duties 
as  wdl. 

Strange  to  say,  there  aeems  to  have  been  no  mention  in  the 
Pariiamentary  debates  of  a  defect  in  the  increment  duty  that 
must  of  late  have  been  very  serious  —  tiiat  is,  its  f^hire  to 
make  provision  for  illusory  increments  due  merely  to  a  decline 
in  the  purchaedng  power  of  money.  The  Chancellor  did  men- 
tion the  difficulties  that  the  Valuation  Department  met  on 
account  of  highly  fluctuating  and  unstable  values,  but  said 
nothing  of  the  predicament  of  a  landowner  called  on  to  pay  a 
twenty  per  cent  tax  on  an  increase  in  mon^  valuation  un- 
accompanied by  an  increase  in  tax-paying  ability. 

Up  to  March  31, 1920,  the  total  yield  of  the  three  duties  re- 
pealed (Increment  Duty,  Reveruon  Duty,  and  Undeveloped 
Land  Duty)  was  £1,320,000;  the  total  cost  of  collection,  in- 
chiding  the  cost  of  valuation  of  the  land,  was  stated  as  £5,000,- 
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000.  This  takes  no  account  of  solicitors'  fees  and  other  private 
expenses  of  the  taxpayers.*  On  the  other  hand  the  Valuation 
Department  is  stated  to  have  saved  over  £1,000,000  for  local 
authorities,  in  connection  with  land  purchases  for  housing 
schemes.  On  account  of  the  assistance  the  department  is 
occasionally  able  to  render  to  other  branches  of  government 
it  is  not  to  be  disbanded,  but  will  be  used  in  connection  with 
possible  future  taxes  and  revisions  of  local  rates.  The  pro- 
visions of  law  requiring  all  agreements  of  lease  or  transfer  of 
real  estate  to  be  submitted  to  the  Commissioners  of  Inland 
Bevenue  for  record  are  still  retained ;  the  comprehensive  valu- 
ation of  all  the  land  in  the  United  Kii^om  is,  however,  left 
uncompleted. 

Of  far  more  practical  importance  are  the  changes  made  in 
InccHne  Tax.  Altho  the  government  expressed  its  intention 
to  incorporate  most  of  the  recommendations  of  the  recent 
Committee  into  a  separate  bill  in  the  near  future,  tiie  only 
changes  proposed  in  the  budget  speech  were  those  relating  to 
differentiation,  graduation,  and  double  taxation  within  the 
empire.  Some  others,  however,  were  added  in  the  course  of 
debate.*  In  all  the  changes  made,  the  Committee's  recom- 
mendations were  very  closely  followed.  Those  that  were  re- 
served for  later  action  were  either  too  detailed  and  difficult  to 
legislate  on  hurriedly,  such  as  the  redefinition  of  taxable  in- 
come, or  else  controversial,  such  as  the  treatment  of  co6per»- 
tive  societies. 

Earned  incomes  are  given  an  allowance  of  one-tenth,  but 
not  to  exceed  two  hundred  pounds,  to  arrive  at  assessable 
incomes.  Accordingly  the  other  deductions  as  stated  in  the 
law  are  only  nine-tenths  of  the  amoimt^  by  which  recipients 
of  earned  incomes  are  actually  relieved.  The  scheme  of 
allowances  is  practical^  the  same  as  recommended  by  tJie 
Committee,  the  allowances  being  deducted,  from  incomes  of 
whatever  size,  for  the  purpose  of  income  tax  but  not  for 
super-tax,  as  follows: 

>  Foe  ut  KWOuDt  of  xmis  other  dnntwcla  of  tha  LukI  Valiua  Dutia,  H  bb 
•iticis  br  tilt  pmwnt  writer  is  thia  Journal  For  Au«Qit.  ISIS,  pp.  TM  (f. 

•  On  tha  ComiaittM  recanmaiKlatloD*,  Ma  tha  utiek  by  PR^moc  A.  C.  ^(ou  in 
thia  Journal  Ira  Uay,  IflSO. 
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8iti^  man  or  widower £136 

Hanied  couple £225 

phia  BD  Amount  equal  to  iune-(«atha  <A  the  wife's  w».Tningi; 

but  not  to  e^tceed  £4G. 

Fonale  relative  taking  cliaige  of  childreo £46 

Oneehild £36 

Subaequent  ehildren,  each £27 

D^wDdent  relativGe,  each £25        ' 

TTie  first  £225  of  taxable  income,  after  all  deductions  and 
aUowances,  is  subject  to  one-half  the  standard  rate  of  tax, 
whidi  is  six  shillings.  Super-tax  applies  in  addition  to  in- 
comes over  two  thousand  pounds,  at  rates  varying  from  Is. 
6(1.  to  6«.,  the  last  rate  appljdug  to  the  excess  over  £30,000. 
Hub,  by  the  way,  is  &d.  higher  than  the  rate  recommended  by 
the  Committee. 

If  income  is  subject  to  taxation  both  by  the  United  Kingdom 
and  by  some  dominion  or  possession  of  the  empire,  the  do- 
minion tax  may  be  offset  against  the  British  tax  up  to  one-half 
the  amount  of  the  British  tax.  British  subjects  residing  abroad 
are  now  entitled  to  the  same  fraction  of  the  deductions  and 
allowances  as  their  incomes  subject  to  British  income  tax  are 
of  their  total  inccHnes. 

Besides  the  changes  just  mentioned,  minor  changes  were 
made  in  the  allowance  for  insurance  premiums;  and  income 
iKua.  scholarships  at  educational  institutions  was  made  wholly 
exempt  frwa  tax.  The  effect  of  all  the  amendments  will  be  to 
reduce  the  number  of  income  taxpayers  from  3,700,000  to 
2,450,000,  and  to  cut  down  the  revenue  by  a  small  amount. 
Inasmuch  as  the  greatest  relief  is  granted  to  married  couples, 
eq>ecially  those  with  children,  and  as  the  rates  in  general  are 
much  mwe  r^;ular  in  their  increase,  this  part  of  the  Finance 
Act  has  met  with  almost  universal  approval.  It  wiU  he  ob- 
aerved  that  even  now  the  British  tax  is  much  heavier  on  small 
mcomes  and  lifter  on  large  ones  than  the  American  tax  is. 

Otho-  features  of  the  Finance  Act  that  were  not  so  popular 
we«  the  temporary  retention  of  the  excess  profits  duty  at  a 
hitler  rat«  (60  per  cent)  and  the  introduction  of  a  new  and 
preeumaUy  permanent  corporation  profits  tax.  Tie  M(^  rate 
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of  the  excess  profits  duly  is,  however,  oSae^  by  increased  allow- 
aocee  on  account  of  additions  to  capital  and  on  account  of  the 
personal  activities  of  stockholders  and  directors,  and  also  by 
increased  exemptions  for  small  concerns.  A  small  deduction 
is  now  permitted  for  diaritaUe  contributions. 

llie  corporation  profits  tax  is  imposed  on  concerns  with 
limited  liability  enga^png  in  trade  or  business,  including  in- 
vestment. It  is  equal  to  5  per  cent  of  the  profits  or  inocHne  in 
excess  of  £500,  but  not  over  10  per  cent  of  the  amount  left 
after  paying  interest  and  fixed  dividends  on  bonds  and  ^m- 
feired  shares.  It  is  concurrent  with,  not  additional  to,  the  m- 
cess  profits  duty,  and  is  expected  to  yield  £50,000,000  annually 
after  tHe  later  is  repealed.  This  tax  is  regarded  as  a  compen- 
sation for  the  super-tax  on  partnerships  and  individuals. 

RUFDB  S.  TnCKBB. 
Habtabq  UHivTBaiTT. 
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THE  ECONOMIC  AND  FINANCIAL  POSITION 
OF  FRANCE  IN  1920' 

SUMMARY 

Tlw  p<ditic*l  Bad  aocial  Bitu&tion  in  Fnaee  &t  the  end  of  1920, 176.  — 
Afl  111  mil  I II  diBMtiified,  177.  —  A  BoouJ  or  political  resolution  improb- 
•Ue,  ITS.  —  lite  critiiBal  eoooomio  poation:  agriculture,  steel,  ooal  pro- 
dnetioii,  180.  — Foreign  trade,  exchanges,  prioes,  182. — The  financial 
■taatioo  alanning,  —  Public  expenditure  and  public  revenue  dur- 
ing  tbe  war,  185.  —  The  public  debt,  191. —The  financial  policy  of  the 
adminiatratuxia  during  the  war  and  since  the  armistice,  191.  —  Tlie 
bvnlen  of  the  t*zpa7er  in  France,  SOfi.  —  Tbe  future  financial  position 
et  nance  dqiends  on  four  nuLtteia :  reductioD  of  expenditure,  reduction 
of  tbe  foreign  drtit,  German  reparations,  stabilisation  of  tbe  wohangw, 

I.  The  Genxral  Situatiom 

Fbancx  has  issued  victoriouEly  from  the  greatest  war 
di  all  history.  She  has  emerged  greatly  enfeebled  eco- 
Bomically.  None  of  the  belligerent  nations  spilt  as 
much  blood  as  France.  France  has  a  population  of  39 
miOions;  the  dead  number  almost  1,500,000  and  the 
mtttilated  and  soiously  woimded  exceed  that  number. 
No  other  country  underwent  the  terrible  and  systematic 
derastaticm  which  laid  waste  the  North  and  East  of 
France  —  the  richest  re^ons,  industrially  and  agricul- 
tanliy. 
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On  AnmBtice  Day,  November  11,  1918,  the  financial 
situation  was  very  grave.  The  war  was  the  chief  cause 
of  the  situation;  but  a  bad  policy  of  public  finance 
played  its  part  also.  That  situation  has  grown  steadily 
worse  dnce  November  11,  1918;  the  poor  financial 
management  of  the  French  government  is  one  of  the 
reasons.  I  will  return  to  that  subject  later  on. 

The  selfishness  of  the  Allies  is  another  reason,  no  less 
certainly.  The  financial  assistance  which,  in  exchange 
for  sacrifices  of  men,  the  Allies  gave  France  while  hos- 
tilities were  on,  was  stopped  abruptly.  Each  country 
looked  out  for  itself.  Once  the  common  peril  had  passed 
and  victory  was  assured,  each  power  sought  to  make 
the  greatest  possible  profit  from  the  victory,  and  to 
take  upon  itself  tiie  smallest  possible  share  of  ihe 
financial  burden  which  had  been  incurred  for  the  safety 
of  all.  National  selfishness,  which  all  but  led  to  mili- 
tary defeat  during  the  war,  governed  the  course  of  events 
after  1918;  it  still  prevails.  France  has  suffered  and  now 
suffers  terribly  from  that  political  selfishness,  as  well  as 
from  the  military,  economic,  and  financial  isolation  to 
which  the  Allies  have  left  her  since  the  end  of  1918. 

Almost  alone  France  keeps  giiard  over  the  Rhine,  and 
uses  thus  many  thousands  of  men  who  could  be  carrying 
on  the  work  of  peace. 

The  treaty  of  Versailles  rj^tly  put  upon  conquered 
Germany  the  whole  of  the  costs  of  restoration;  but  up  to 
the  present  France  has  received  nothing.  She  alone  is 
financing  the  formidable  work  of  restoration  of  the 
regions  devastated  by  war.  Be»des  this,  she  has  to 
"finance"  Gcnnany,  to  act  as  banker  to  Germany  in 
order  to  obtain  a  part  of  the  coal  which  Germany  is 
obligated  to  deliver  to  her  by  the  treaty  of  Versailles. 
That  is  not  all.  Because  her  coal  mines  were  syste- 
matically destroyed  by  the  Germans,  France  is  corn- 
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pelled  to  buy  a  great  amount  (^  coal  from  Eni^and.  Tbo 
Biitifih  government,  taking  advantage  of  Uiis  u^ent 
need  and  of  the  fact  that  ahe  has  practically  a  monopoly, 
has  imposed  heavy  chaises  upon  coal  exports;  thus  the 
Frraich  consumerB  are  made  to  carry  a  ctmfflderable  part 
of  the  financial  burdens  of  England. 

Due  to  this  combination  of  caiises,  French  exchange 
has  declined  greatly  with  reference  to  the  dollar,  the 
pound  sterling,  the  Swiss  franc,  the  ^>anish  peseta.  At 
the  same  time  her  finanf'.iftl  burdens  —  public  and  pri- 
vate—  have  become  much  heavier,  and  her  public 
expenditures  have  greatly  increased. 

Despite  everything,  the  political  and  social  situation 
has  been  quieter  than  that  of  most  of  the  states  of 
Europe.  There  is  not,  at  this  time  (October,  1920),  any 
sign  of  political  revolution  or  serious  social  disturbances 
upon  the  horizon. 

That  does  not  mean  that  the  French  are  satisfied. 
Far  from  that.  The  end  of  the  war  was  the  b^jnning  tii 
a  period  of  disillusjonment  for  all  classes.  Among  the 
possessing  classes  the  hope,  which  M.  Clemenceau's 
administration  took  pains  to  sustain,  that  the  treaty  of 
peace  would  bring  a  remedy,  that  it  would  make  con- 
quered Germany  pay  the  costs  of  the  war,  has  met  with 
disai^oinbnent;  each  day  it  grows  less.  The  treaty  of 
Versailles  procUdms  clearly  the  principle  of  German 
responsibility,  but  it  does  not  offer  the  means  of  realizing 
that  rcEponsibUity  in  practice.  And  the  non-payment 
by  Germany  meaos  heavier  and  still  heavier  taxes  for 
the  French  tax  payer.  That  is  the  fearful  prospect 
which  explains  the  present  state  of  unrest  in  France  and 
the  disagreements  with  England  which  occasionally 
arise.  That  power  does  not  seem  to  imderstand  the 
reasons  for  the  firm  attachment  of  the  Frraich  govern- 
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ment  to  the  treaty  of  VeraEuIles.  That  attachment  — 
even  if  it  can  be  criticised  —  represents  the  feeling  of  tiie 
majority  of  the  people.  These  disagreements  do  not  af- 
fect the  Entente,  ^^ch  the  immense  majority  of  French- 
men stoutly  uphold  as  the  saf^uard  of  the  worid's  peace. 

The  disillusiDnment  of  the  working  classes  is  no  less 
kbX;  the  consumption  taxes  levied  in  Jime,  1920  have 
led  to  a  further  increase  in  the  cost  of  living.  Further- 
more, the  promises  affinned  many  times  by  the  rulers  in 
the  coiirse  of  the  war  to  undertake,  once  peace  was  at 
hand,  an  improvement  in  the  social  condition  of  the 
workers  have  not  been  carried  out;  the  actual  rulers, 
since  the  general  elections  of  November  16,  1910  even 
have  a  strong  reactionary  leaning.  Despite  all  (^dal 
pronouncements  they  are  striving  to  keep  the  laboring 
class  in  its  pre-war  pomtion,  and  they  are  attempting 
even  to  take  back  some  of  those  rights  which  were  wm 
before  or  during  the  war.  Therefore  social  antagonisms 
aie  much  more  aroused  than  before  the  war.  The 
"holy"  union  is  no  more. 

For  all  that  a  social  or  political  revolution  is  decidedly 
improbable.  That  is  because  the  great  victor  of  the  war, 
the  French  peasant,  is  definitely  opposed  to  it.  The 
blood  of  tike  French  peasant  poured  out  in  streams 
during  the  war.  It  is  this  peasantry  which  represents 
politically  the  greatest  actual  electoral  power. 

In  France,  without  doubt,  the  land  is  more  widely 
parceled  out  than  in  any  other  country  in  the  world. 
That  makes  for  political  and  social  stability.  That  ex- 
pkuns  why  the  French  peasant,  having  become  the 
proprietor  of  land  mnce  the  revolution  of  1789,  has  been 
conservative  in  political  and  social  affairs.  It  is  never  he 
^o,  in  the  course  of  the  nineteenth  century,  has  caused 
revolutions  or  taken  the  lead  in  social  reforms;  he  has 
submitted  to  them  first;  he  has  profited  from  them  later. 
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At  the  present  time,  the  traditional  conservatisin  of  the 
peasant  has  heen  increased  by  the  war.  The  profits 
which  the  fanners  have  been  able  to  make  because  of  the 
tremendous  rise  in  the  prices  of  agricultural  products 
have  enabled  them  to  increase  their  holdinj^,  to  free 
their  lands  of  the  mortgages  which  burdened  them.  The 
class  of  small  landed  proprietors  is  more  powerful  than 
ever.  Its  representatives  who  are  in  the  majority  m 
both  Houses  of  Parliament  have,  up  to  the  present, 
made  use  of  that  power  to  gain  valuable  financial  ad- 
vantages (a  guaranteed  price  for  wheat)  and  to  enable 
this  class  to  escape  from  carrying  an  equitable  share  of 
the  taxes  imposed  to  meet  the  financial  costs  of  the  war. 
Furtfaennore,  the  propertied  classes  have  not  missed 
thdr  chances  of  stimuUting  the  conservatism  of  the 
French  peasant,  by  stirring  him  up  against  the  laborer. 
"  Durii^  the  pmod  of  hostilities  "  he  has  been  told  time 
and  again  that  "the  laborers  employed  in  the  munition 
factories  have  been  sheltered  from  death  and  have  re- 
ceived very  high  wages  while  the  peasant  went  out  to  be 
killed  for  five  sous  a  day.  Now  that  the  war  is  over,  the 
laborer  demres  the  suppresdon  of  all  private  property, 
at  in  Rvasia." 

The  leaders  of  the  unified  socialist  party  have  made  it 
easier  to  carry  on  that  campaign  by  making  the  most 
clumsy  poUtical  blunders.  They  have  extolled,  or  at 
all  events,  spoken  with  favor  of  the  ways  of  Russian 
Bolshevism  —  communistic,  and  a  repudiator  of  the 
public  debt;  they  have  contemptuously  rejected  all 
political  alliances  with  the  radicals. 

The  peasant  voters,  the  small  bourgeois  holders  of 
Russian  securities,  the  wealthier  upper  middle  class 
were  called  upon  to  make  their  opinions  clear  on  Novem- 
ber 16,  1919.  With  the  aid  of  a  new  Sectoral  law  which 
favors  the  cause  of  wealthy  candidates,  and  out  of  fright 
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at  Bolshevism — which  was  supported,  Mr.  Clemenceau 
aaid,  by  the  socialists  —  a  crushing  beating  was  pvea 
the  socialists  and  radicals.  The  conservative  party  won 
a  striking  and  unlooked-for  victmy 

Due  to  these  various  causes,  the  strikes  undertaken  by 
&e  workers  in  May,  1920  were  very  harshly  suppressed 
by  the  government,  with  the  support  of  a  great  section 
of  public  opinion.  The  conviction  has  become  deep  in 
the  ranks  of  the  workmen  that  no  radical  change  in  the 
position  of  the  wage  earners  has  a  chance  of  being  auc- 
oessfully  accomplidied  at  the  present  time. 

Such,  in  general  outline,  is  the  political  and  social 
position  in  France  at  the  end  of  1920. 

II.  Thb  Economic  Position 

France  faces  an  economic  crisiB.  Agricultural  and 
industrial  production  has  fallen  off  greatly  as  compared 
with  the  pre-war  situation.  The  balance  of  trade  is  very 
unfavorable.  The  exchai^  v^ue  of  the  franc  has  de- 
preciated greatly. 

The  volume  of  agricultural  production  is  much 
smaller  thui  before  the  war,  as  can  be  seen  by  the  facta 
Ipven  in  the  follQwing  table,  the  items  of  which  may 
serve  as  examples. 


Y- 

OnJn 

BMroot 

Ssr 

Wisa 

for»<» 

(or  rodder 

1913 

1914 

1913 

1916 

1917 

1918 

1919 

96.9 
76.9 
60.6 
58.8 
36.6 
63.6 
50.0 

135.9 
120.0 
94.0 
88.0 
104.0 
65.0 
77.0 

69.4 
37.6 
11.6 
19.9 
19.7 
11.4 
10.8 

252.2 
198.6 
146.6 
154.9 
166.4 
108.2 
104.9 

156.2 
137.3 
111.0 
111.1 
97.7 
83.3 
69.6 

69.9 
20.4 
36J> 
38.2 
45.0 
61.5 
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HOUm 

Honca  Com  Flfi 

1913 3.1  16  7 

1914 2.1  12  5.9 

1918 2.2  12.3  4 

1919 2.4  12.4  4 

Industrial  production  is  no  less  affected.  At  the  pres- 
ent time  (October  6,  1920)  it  seems  as  if  a  crisis  was 
ahead.  Because  of  the  lack  of  coal  and  coke  many  int- 
portaat  furnaces  are  extinguished  or  are  only  partly 
employed.  The  amounts  (in  milUonB  of  tons)  of  coal  and 
coke  consumed  in  France  b^ore,  during  and  after  the 
war,  are  ae  follows: 

Coal 

AT^Icbtaptodiut 

of  tiMnnnh 

Tmii  miiM  tnpgrto  Total 

1918 35.8  18.7  H.S 

1915 16.9  18.8  3fi.7 

1916 18.2  18.7  86.9 

1917 24.8  l«.l  8B.9 

1918 22.1  Ui.9  88.0 

1919 16.9  2J.4  37.3 

The  monthly  average  was  about  4.5  millions  in  1913; 
in  1919,  it  was  not  more  than  3.1  millions;  for  the  first 
five  montits  of  1920  even  with  the  coal  from  the  Saar,  it 
has  only  been  3.1  millions. 

As  for  coke  before  the  war  the  monthly  average  was 
583,300  tons;  for  the  period  1915-17,  this  monthly 
average  was  220,000;  in  1918, 158,800;  in  1919,  219,540; 
and  for  the  first  five  months  of  1920  it  has  been 
350,000  tons. 

The  production  of  pig  iron  and  of  steel  has  been  as 
follows  (in  millions  of  tons) ; 

PUIroa 8ta«l 

T«T  -      ■ 

1913 

1917 

1919 
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For  tiie  first  five  months  of  1920,  the  production  was 
about  half  tiie  pre-war  quantity. 

The  critical  position  of  the  railroads  is  one  of  the  indi- 
cations as  well  as  one  of  the  causes  of  the  economic  crisis. 
In  1913,  the  daily  average  of  traffic  moved  was  60,700 
loaded  ten-ton  ctu«;  durii^  the  war  tliis  average  fdl  to 
50,000;  m  1919  it  ranged  between  29,000  and  36,000. 
The  daily  average  from  January  to  June,  1920  was 
33,313  —  a  little  more  than  half  the  pre-war  traffic. 

Lastly,  look  at  the  foUowii^;  statistical  summuy  fA 
French  foreign  trade,  before  and  titex  the  war  (expr^sed 
in  miUions  d  francs) : 


P^Wo« 

Iinport. 

EMport. 

Tood- 

-5:^ 

^ 

Tetd 

Food- 

,.£!-. 

M'fd 

nodi 

Told 

i8ia 

191S 

3.oao 

1,808 
1,817 

4313 

1,330 

l,Bl« 
1,WS 

8.0M 
8,330 
8.431 

788 
840 
888 

i,aao 

1,944 

8,017 
1,18S 

8,078 
8,713 
^880 

Feil<id.ft«thi!wu 

ISIS 
1920  (Jan.  to  June} 

lBlS(J«i.toJi™j 

8,fla9 

3,8ie 

4.000 

13J31 
7,897 
S,B59 

4,087 
8,870 

I9.TT8 
IS.SW 
13.7M 

MO 
708 
81S 

1.988 
3.008 
434 

sjpoe 

4,880 
1.TM 

8.71S 
7.«3 

The  progress  of  the  «q)ort  trade  in  1920,  as  compared 
with  1919  is  considerable.  But  the  balance  of  imports 
over  exports  is  still  very  heavy,  and  no  balance  of  pay- 
ments due  is  established,  as  it  was  before  the  war,  by  the 
interest  due  upon  French  capital  investments  in  other 
countries.  Much  French  capital,  which  was  invested  in 
foreign  securities,  yields  interest  no  longer. 

The  falling  off  of  production  and  the  depreciation  of 
the  coinage  have  resulted  in  a  fall  in  the  value  of  the 
franc  as  compared  witii  the  dollar,  the  pound  sterting, 
the  Swiss  franc,  and  the  Spanish  peseta  —  especially 
since  the  end  of  1919.  The  maximum  value  attained  by 
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theee  foreign  ouirencieB  as  compared  with  the  franc 
during  this  period  is  as  followB  (foreign  money  in  terms 
(tf  francs): 


NnrTiak 

LondoD 

Si.^ 

June,  1M4  .... 

6.15 

2s.ie 

99.87 

97.40 

Juna,  1919  .... 

6.S0 

».oo 

128.60 

130.76 

Mmn^  igao. . . 

U.V7 

68.10 

260.00 

260.60 

April,       ■■    ... 

17.08 

67.46 

300.00 

300.00 

M.y,       "   ... 

18.e5 

63.81 

294.00 

280.00 

June,        ■'    ... 

13.22 

S2.21 

240.26 

218.60 

With  these  causes  at  work,  prices  have  risen  pro- 
digiously since  the  declaration  of  peace.  The  index 
number  of  wholesale  prices  in  France  show  the  follow- 
ing, as  compared  with  that  of  the  United  States 
(figures  taken  from  the  Statisti^ue  Gin^cde  for  France, 
and  from  Dun's  for  the  United  States).  The  average  of 
1901-10  is  taken  as  100. 


1918 

115 

111.4 

1914 

118 

114.8 

1916 

162 

119.0 

loxe 

218 

189.8 

1917 

...        302 

191.4 

1918 

392 

216.4 

1919  (2d  qnartn) 

412 

210.9 

1930  (June) 

628.2 

346.4 

To  the  causes  of  increased  prices  already  considered 
must  be  added  the  heavy  consumption  taxes  levied  un- 
der the  laws  of  the  25th  of  June  and  the  3d  of  July,  1920; 
these  have  made  the  price  situation  even  more  critical. 
If  the  index  numbers  of  wholesale  and  retail  prices  in 
France  durit^  the  first  eight  months  (January  to  Au- 
gust) of  1920  are  studied  in  detail,  and  if  a  comparison 
ia  made  with  the  preceding  months,  a  slight  lowering  of 
prices  will  be  observed,  then  an  upward  recovery  of 
wholesale  prices  and  a  verydiarp  increase  in  retail  prices. 
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It  cumot  be  doubted  that  the  rise  in  the  price  of  bread 
is  one  of  the  causes;  but  it  is  beyond  dispute  that  Uie 
tax  upon  bitsiness  transactions  also  plays  a  part. 

Below  is  (pven  the  index  number  of  wholesale  and 
retail  prices  of  foodstufTs  (20  commodities),  raw  ma- 
terials (25  articles)  and  of  the  two  sets  combined  (45 
articles).  The  figures  are  taken  from  the  Staiiatique 
Q4n6rale  of  France. 

Pbicb  HoTEicmrTB  in  Fsanck 
I.   /ruter  qf  whoUaaU  prieti  (4^  arikiM) 

Bua  1901-10  -  100 


Joniiuy fiOg.7                  606.2  562.7 

FdWunrjr 648.3                  647.2  603.3 

Maid) 676.S                  692.3  641.0 

Ai»il 686.6                  763.4  679.3 

M»y 646.3                  707.6  636.8 

June 602.8                  623.1  M0.6 

July 600.0                  6246  668.2 

Augiut 480.8                  647.0  S81.6 

n.  Ijtdtx  of  retail  pricM  (IS  »t^tt) 

(a)  CoIlMtuai  of  dtiee  other  than  Pari*  (aoeoiding  to  the  ptieo  BguM 

given  by  the  m^on).    Th*  whole  a/  Fnne* 

First     3  months  1820 3.210^ 

Second  3  months  1920 3.709* 

Third    3  months  1920 8.89$ 

(&)  Pont  (aooOTding  to  the  pnaes  of  &  large  Mri^ierattre  eociet;} 

1820  January 3.119  290 

Febnuuy 3.195  297 

March 3.646 '  339 

April 3.852  368 

M^ 4.069  378 

June 8.967  368 

July 4.006  373 

August 4.014  373 

>  PiJae  fli  brmd  not  ohkoinl,  ■  Mm  of  bnad  chsntnL 
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The  price  aituation  became  so  acute  in  October,  1920, 
tiiat  the  goTermnemt  stirred  itself  and  announced  in 
long  conununications  to  the  newspapers  its  intention  of 
conducting  an  energetic  campaign  against  high  prices. 
"The  Council,"  the  official  communication  states, 
"has  worked  out  a  series  of  measures  calculated  to  check 
the  rise  in  the  cost  of  living  and  to  assure  a  more  plentir 
fill  and  cheaper  supply  of  the  necessary  articles  <^  con- 
sumption" (decifflon  of  the  Council  of  Ministers,  Oct.  12, 
1920).  Among  those  measures  there  are  none  which 
affect  the  fiscal  regime.  Is  there  not  a  striking  contradic- 
tion between  the  financial  pohcy  of  crushingly  high 
consumption  tascea  and  economic  nationalism  on  the  one 
hand,  and  these  declarations  of  intention  to  reduce  the 
cost  erf  living  on  the  other  hand?  As  happens  too  often 
in  all  countries,  the  French  government  seems  to  believe 
tiiat  economic  problems  can  be  overcome  by  words. 

III.  The  Financial  SirnATioN 

The  financial  position  of  France  at  the  end  of  1920 
is  very  alarming.  Expenditure  greatly  racceeds  revenue. 
The  public  debt  is  colossal.  Tax  burdens  are  ruinous. 

The  statistics  which  follow,  while  taken  from  official 
sources  should  not  be  taken  as  rigorously  exact.  They 
should  be  taken  simply  as  giving  a  general  outline  of  the 
ffltuation.  The  French  system  of  public  accounting 
does  not  allow  us  to  draw  up  a  precise  balance  sheet  of 
the  war.  Because  of  discrepancies  in  the  official  docu- 
ments consulted,  the  figures  obtained  may  differ  some- 
times by  some  millions  of  francs. 

Before  the  war  the  pubhc  expenditure  of  the  state 
approximated  5,200  milhon  francs,  having  grown 
steadily  year  by  year.  The  progressive  increase  of  sums 
^>propriated  under  finance  le^pslation  (in  millions  of 
francs)  was  as  follows: 
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1904 3,6M 

1910 4,186 

1911 4,386 

1912 4,487 

1913 4,738 

1914 6,191 

During  the  war  the  sums  appropriated  were  as  fol- 
lows: 

Tmt  Amaaut 

1914  (Augiut  1  to  Dmember  31}  6,588 

1916 22,804 

1916 82,946 

1917 41,879 

1918 64,687 

Since  the  war  ended,  the  expenditure  has  only  de- 
creased sli^tly.  For  1919,  49,029  millions  of  francs 
were  voted  in  appropriations.  For  the  first  seven 
months  of  1920,  the  appropriations  for  ordinary  ex- 
penses has  been  25,714  millions  of  francs.  The  budgeted 
1920  (estimated  expenditure)  at  the  present  time  (Ju^ 
31, 1920)  is  as  follows: 


Ordinary  budget 

Extnordiiuuy  budget . . 


In  these  appropriations  no  account  is  taken  of  the 
expenditure  for  repairing  the  dami^es  of  war,  which 
outlay  the  treaty  of  Versailles  charges  against  Germany 
and  which  make  up  a  special  budget.  The  appropriations 
voted  for  that  special  budget  total  20,566  million  francs. 
As  Germany  has  not  yet  paid  over  anything,  this 
means  that  France  will  face  a  public  expenditure  in 
1920  of  about  48  million  francs  (with  the  reservation 
that  Germany  will  have  to  make  repayments).  That 
figure  is  certfunly  less  than  the  real  sum,  for  it  seems 
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very  probable  that  there  will  be  Bupplementary  appro- 
priations for  some  billiocB.* 

From  August  1,  1014  to  July  31, 1920,  the  appropria- 
tions have  totaled  233,300  million  francs.  With  an 
annual  peace  budget  of  5,500  million  francs,  six  years  of 
peace  expenditure  would  total  33  billion  francs.  The 
costs  of  the  war  may  thus  be  c^cul&ted  as  about  200 
Inllion  frtmcs — that  is,  the  literal  expenses  borne  by  the 
state. 

Among  these  expenditures  there  are  some  the  pro- 
gressive growth  of  which  is  astoimding.  Such  is  the 
interest  on  the  public  debt.  The  increase  was  as  fol- 
lows (in  millions  of  francs). 

M14  (6  months) N 

1815 1,8W 

1916 3,838 

1B17 > 4,868 

1918 7,087 

1919 7,986 

1920  (7  fint  mrathi) 6,717 

From  August  1,  1914  to  July  1,  1920.*  the  ordinaiy 
revenue  (from  taxee,  public  monopolies,  and  public 
wo^)  was  about  43,305  million  francs,  which  can  be 
analysed  as  follows: 

Tmt  AmooBt 

1914  (Auguflt  1-Deoember  31) 1,238 

191B 4,113 

1916 4,640 

1917 8,811 

1918 6,986 

1919 10,176 

1920  (Ju»ui7  Wane  80) 6,637 

39,601 
I  Wot  IMl  tb»  Comdl  id  UntaWn  Iwn  ioit  <0stalMr  16,  IMO)  bald  np  pn^MwIs 
to«AmlttaP>duBnt  tb*  KiBmiiiis:  oidfaiuy  bad«B(,  3S.03T  mDHoa  fianot;  «xtn- 
arfiDwr  biidaM.  5.4M  BdUao  tnacw  «mU  badcrt,  1S.IITS  milHin  tnim 

•  W*  win  note  Uto  on  tbi  mOamtf  d  nnaam  lor  tb»  jmt  1030  (•  bndtM  wu 
TDtcd  i»  Joly,  VaO);  Ukam  tocrtlMi  tbav  total  3I.TT0  minkB  trams. 
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The  Q)ecial  revenue  (from  the  sale  of  supplies)  yielded 
during  the  same  period  about  2,300  milUons,  bringing 
the  total  up  to  about  42  billion  francs.  If  the  revenue 
recdved  in  July,  1920  is  included  —  which  waa  1,400 
million  frfuics  a  figure  of  43,305  millions  of  franca  is 
arrived  at. 

Expenditure  mounted  for  the  same  period  of  six 
years  to  about  233  billions.  The  deficit  was  about  190 
biUions.  The  deficit  has  been  made  up  by  resort  to  the 
extraordinary  resources  of  borrowing,  by  the  emiasion 
of  paper  money  (under  the  form  of  advances  from  the 
Bank  of  Fnuice)  aud  by  internal  and  external  loans. 
These  means  can  be  listed  rou^Iy  as  follows: 

Ordinaiy  revenue 4SbillkiiiB 

AdTanoefl  from  the  Bank  of  Fhtnee 26      ' 

Intarnol  long  time  loam 77      * 

Eztenul  loans 36      * 

Tnaaury  bonds 46     " 

I^et  US  analyze  certain  items  in  detail. 

The  emission  of  paper  money.  —  The  limit  of  issue 
of  bank  notes  by  the  Bank  of  France  was  fixed  by  the 
1911  law  at  6,800  million  francs.  That  limit  was  raised 
time  and  again.  At  various  times  it  was  fixed  at: 

lfil4.  August  5 12  billions 

1916.  May  11 16     ' 

1916.  Marehie 18     " 

1917.  F*ruary  15 21     ' 

1917.  September  10 24      * 

1918.  February  7 27      ■ 

1918.    Mays 30      ' 

1918.  Septembers 33      * 

1919.  February  26 86      • 

1919.  July  17 40      ' 

1920.  July  31 48      ' 

As  a  matter  of  fact,  the  amoimt  of  fiduciary  circulat- 
ing paper  on  October  7, 1920  was  39,567  million  francs, 
and  on  October  11,  1920,  39,527  milhon  francs.  At  this 
latter  date,  the  specie  reserve  was — gold,  5,482  milliona 
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(ai  which  1,948  millioDB  was  held  inroad),  alver,  268 


Hie  maTimiim  of  advances  to  be  made  to  the  state  by 
the  Bank  of  France  was  set  in  1911,  in  case  of  war,  at 
2,900  millions.  It  has  been  raised  in  succesdve  f^ree- 
ments,  which  were  iq)proved  by  Puliament.  At  various 
times  it  was  set  at: 


1914.  SQ)temb«r  21 6  btUioiui 

IM6.  M»y4 9  * 

1917.  Fobnijwyia 12  ■ 

1917.  Ootobeia 18  • 

I9ia  Jnnefi 21  ■ 

1919.  S^bniMy  18 24  " 

1919.  AptH  24 27  ' 

In  January,  1920  the  advances  proper  varied  between 
25,300  millions  and  25,850  millions.  At  the  beginning  of 
the  month  of  March,  1920,  they  reached  the  total  of 
%,300  millions.  In  April,  1920,  after  the  floating  of  the 
5  per  cent  loan  they  were  reduced  to  25,700  millions, 
and  then  to  25,300  millions;  in  May  they  rose  to  26,000 
millions;  at  the  beginning  of  July  to  26,000  millions; 
fud  on  October  11,  1920  they  stood  at  26,600  millions. 

To  these  sums  must  be  added  the  permanent  ad- 
vance of  200  millions,  and,  finally,  3,935  millions  of  dis- 
counted Treasury  bonds,  for  government  advances  to 
foreign  governments.  In  total,  the  debt  of  the  state  to 
tiie  Bank  of  France  was,  on  October  7,  1920,  about 
30,835  millions  of  francs. 

Long  time  loam.  —  The  first  loi^  term  loan  of  the 
war  made  by  the  French  government  was  contracted  at 
the  end  of  1915.  One  of  the  characteristics  of  all  the 
war  loans  is  tlie  fact  that  the  conditions  on  which  they 
are  contracted  are  onerous  to  the  state.  The  system  of 
redemption  at  a  premium  was  used  from  the  beginning; 
the  premium  rose  then  to  about  12  per  cent.  But  from 
1917  on,  the  premiimi  rose  to  30  per  cent,  and  the  5  per 
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cent  loan  of  1920  was  iaeued  with  a  redemption  premium 
of  50  per  cent.  Furtiirainore  all  the  loans  have  been  tax 
free;  the  government  has  givrat  up  the  policy  announced 
in  1914  of  subjecting  the  income  from  government  bonds 
to  the  tax  on  personal  property.  Five  loans  have  been 
isBued  —  not  including  that  of  October,  1920  (6  per  cent 
at  par,  but  tax  free)  —  for  unlimited  amounts;  theae 
loans  have  involved  the  state  in  a  capital  debt  of  a 
little  more  than  97,655  million  francs  for  a  total  ci 
71,912  millions  actually  received. 
The  details  are  as  follows  (in  millions  of  francs) : 


IftU 6%  16,205  13,308 

19ie 5%  11,614  10,082 

WIT 4%  14,882  10,309 

1018 *%  31,304  22,163 

1S20  (FebniUT) 6%  24,760  >  16,600 

Fhalvng  (iebf.  —  The  principal  dement  of  the  short 
time  floating  debt  is  the  National  Defense  bonds, 
with  a  miLTitinim  term  of  one  year.  This  treasury  de- 
vice, conceived  by  Mr.  Rlbot  in  1914,  has  had  a  great 
development.  On  July  1, 1920  there  were  44,200  million 
francs  of  National  Defense  bonds  in  circulation. 

The  foreign  (ielrf. — This  includes  (1)  ihe  bonds  sold 
publicly  in  England,  the  United  States,  and  Japan; 
(2)  the  Ixmds  sent  to  the  British  treasury,  the  Bank  of 
England,  and  the  American  government  (representing 
its  own  bonded  obligations) ;  (3)  advances  by  the  Ameri* 
can  treasury;  (4)  borrowings  made  from  Americati 
banks,  either  by  the  state  directly,  or  by  the  cities  oS 
Paris,  Bordeaux,  and  Marseilles  and  reassigned  to  the 
French  state;  (5)  a  series  of  short  time  credits  in  Spain, 
Sweden,  Norway,  England,  Switzerland,  Holland,  and 
Uruguay. 

1  Tba  burden  on  tba  iteta  ii  nrr  ImTy  benuag  tha  ISM  loui  ii  mliiiinlih  im  60 
TWn  irith  a  icdonDtloB  pnailmu  of  SO  p«r  taut  upon  th«  (MB -ralw  of  tba  aarlttoatcL 
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The  foreign  debt  rose  to  the  sum  of  34,296  million 
francs  on  July  1,  19M  —  calculating  foreign  money  at 
its  par  value.  The  two  principle  creditors  are  the  United 
States  (18,415  million  francs),'  and  England  (13,996 
million  francs). 

On  August  1,  1914,  the  public  debt  of  the  state  was 
about  30  billion  francs.  On  July  1, 1920,  it  was  233,429 
million  francs,  made  up  as  follows: 

Intenu]  debt  (including  the  national  credit  obliga- 

tiona  for  the  reoonstruotion  of  the  libermted  rafpoDB)  121,949 

nofttJDg  debt G1,4U 

AdnooM  from  butbi  (of  Fraaoe  and  Algeria} 26,020 

Ext«fnal  debt  to  Enc^ud 18,996  ■ 

Krtcraal(U>t  to  the  Unitad  States 18,415*'i 

Total 233,729 

The  increase  of  the  public  debt  since  the  outbreak  of 
the  war  has  thus  approximated  200  billion  franca,  allow- 
ance being  made  for  the  fact  that  France  has  advanced 
3,880  million  francs  to  certain  Allied  states. 

IV.  Thb  Financial  Pouct  of  tbb  Adhin- 

I8TBATI0NS  * 

1.  When  war  broke  out  in  Ai^ust,  1914,  the  state  tA 
the  public  finances  was  bad.  There  was  a  complete 
contradiction  between  the  general  economic  situation 
and  the  fiscal  situation.  The  economic  prosperity  was 
great;  the  financial  policy  of  the  govenunents,  for  a  long 
time  past,  had  been  bad.   Through  fear  of  being  un- 


IQS  mOliiui  Imum.  Ai  tha  npaynuDt  ia  torand  in  ■  lute 
■,  thkt  opoMiaii  dcHB  not  all*et  tb*  poritioa  uatibty. 
tX  tha  par  vahta  at  fonicn  annaiciea. 
•  Thk  ficDM  iDsIuitaB  the  boadi  iaiuil  in  tb«  VniMd  SUtas,  tha  Ando-nraeta  loao 
<t  191S,  tba  loMia  ol  tha  eitiaa  whloh  wan  amunad  by  the  tUta,  advuioca  Inta  tha 
Anetiaan  tieaaury,  and  the  ifiiifffirtTM  nmittad  in  ntum  for  Amarkao  atocka. 

'  IhKnpuUiabed.rinoalflM.inthaReTwdeBaienoaat  da  llsblaUon  Snaodinaa 
■Msbor  of  atudiia  on  Fnneh  finaoiiial  poUdai.  Thaaa  itudlaa  hava  baan  eollaoted  in  a 
aailw  o(nrfufDaaatitit)ed"I'afiiiaBcaade(uarTadalaFranos,"  Pari*,  Oiaidat  Biitra. 
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popular,  tiie  administrationB,  without  exception,  had 
multiplied  expedients  in  order  to  keep  the  truth  from 
the  country.  The  budgets  ordinarily  wound  up  in  a 
deficit  in  spite  of  the  optimistic  official  declarations. 
The  budget  of  1914  in  particular  ended  in  a  foreseen 
deficit  of  over  a  billion  francs.  In  spite  of  everything 
the  administrations  kept  repeating  "No  loans,  no 
taxes."  The  annual  deficits  were  covered  by  short  term 
loans,  the  accumulation  of  which  made  up  a  conader- 
able  floating  debt,  or  by  antidpatii^  the  collection  of 
money  due  to  the  state,  the  effect  of  which  was  to  de- 
prive future  generations  of  their  resources. 

In  the  years  preceding  the  war  the  different  ad- 
ministrationa  managed  by  various  finanniiJ  devices  (in 
particular,  by  special  accounts)  to  show  only  a  part  of 
their  expenditure  in  the  budget.  It  is  a  very  gloomy 
period  in  the  financial  history  of  France,  maiked  by  the 
absence  of  clear  or  sincere  thinking,  of  candor  and  of 
courage.  The  ruling  classes  with  fierce  selfishness  op- 
posed all  fiscal  reforms  which  would  increase  thor 
share  in  the  public  burden.  They  pursued  with  a  lasting 
hate  the  upholder  of  these  democratic  refcxms,  Mr. 
Joseph  Caillaux,  a  hate  which  never  relaxed  or  ahiaok 
&om  using  any  means. 

On  the  eve  of  the  war,  July  7,  1914,  a  great  funding 
loan,  3^  per  cent  redeemable  at  par,  was  issued  — 900 
miUion  fiance  at  face  value  at  a  price  of  91 .  The  results 
were — on  the  surface  —  mi^nificent;  the  government 
annotmced  that  the  loan  had  been  oversubscribed  many 
times.  In  reahty,  it  was  not  subscribed  by  the  public  in 
general;  the  bankers,  calculating  to  make  large  profits 
at  public  expense,  swept  aside  the  small  capitalists  by 
huge  subscriptions,  which  were  not  genuine.' 

■  Tbe  nr  IwTiiif  bK^an  out  and  tba  publio  dabt  bkTioi  Mien  in  valoB  (the  iptotti- 
Uona  iLt  tlu  Bod  of  Aucint,  1914  mn  down  to  83  tnam)  ths  Hh«»  did  not  luaiMd. 
Tlig  (ovtnuBMit,  dtarins  tba  bidp  of  tb«  bukan  (or  U»  h1>  of  tbgii  nr  kua,  eana  to 
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2.  Ab  soon  as  war  was  dedared  the  administration 
obtained  extensive  powers  in  matters  of  public  expendi- 
ture (the  law  of  August  5,  1914).  Having  taken  refuge 
in  Bordeaux  before  the  Giennan  invasion,  it  rid  itsdf 
cavalierly  of  the  le^slative  bodies,  whose  intervention 
and  control  it  feared.  But,  starting  with  December, 
1014,  it  reconciled  itself  to  the  convocation  of  Parlia- 
ment. Paiiiament,  indeed,  not  having  forgotten  the 
minor  coup  d^^tat  of  which  it  had  already  been  the 
victim,  demanded  a  continuous  session  up  to  October, 
1919. 

The  policy  of  the  administration  during  the  war 
period  and  the  two  years  following  the  armistice  can  be 
divided  into  four  large  periods. 

First  period:  1914-16.  —  The  period  of  expedients. 
In  the  first  five  months  of  the  war  (August  to  Decem- 
ber, 1914)  the  political  dtuation  brought  about  by  the 
administration  made  it  necessary  to  have  recourse  to 
fioiancial  expedients  for  which  the  collaboration  of 
Fariiament  was  not  necessary;  in  particular  the  is- 
suance of  paper  money  and  voluntaiy  short  term  loans 
(National  Defense  bonds). 

During  the  years  1915-16  the  administrations,  de- 
spite the  demands  of  the  Chamber  of  Deputies,  re- 
sorted at  first  almost  exclusively  to  the  financial 
methods  which  had  served  up  to  the  end  of  1914,  to 
wit,  the  issuance  of  paper  money  and  voluntary  short 
term  loans.  Beginning  with  February,  1915,  th^ 
issued  longer  term  loans;  in  November,  1916  and 
September,  1916  they  finally  added  to  these  sources  of 
revenue  perpetual  loans. 

tbrir  fwCM.  Tlw  dean*  ef  September  II,  1B14,  dc^M  Uw  taoiai  cf  Ptriiuiwiit,  »- 
idnd  win  tl**  KgnidtMon  of  tlut  louii  tha  mcM  ttrildiia  iwiH  wu  M  nlauB  tba 
baakan  ban  tb^  obUiatioiia  ukI  to  ipua  them  tha  ooiiul«abla  Iohs  that  tba  Utsrml 
•ncodao  fl(  tiMM  obbaMioni  would  haT*  meknt  to  tbem.  More  oonorctdr.  th«  boldtn 
«( tlw  8}  pa  cent  lau»,  irtuob  wan  lubiaet  to  tax,  wen  allowed  to  tmnalDrDi  (hem  at 
tfat  prise  o(  01,  iotti  the  Kcnritiia  of  tha  new  kiana  (other  than  Traanm' boDda)  —  that 
b  te  MV  into  S  par  aaot  NBtional  Drfanaa  baadi  ndaamable  at  cai  in  10  TCua.  tax  r»e. 
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As  to  taxation,  no  effort  was  made  in  1915,  despite  the 
protest  of  the  deputies.  In  the  course  of  1916,  the  ad- 
ministrations established  or  collected  some  additional 
taxes:  income  taxes,  tlie  war  profits  tax  (nothing 
was  collected  in  1916)  and  a  tax  upon  alcohol.  In  the 
middle  of  1916,  under  the  pressure  of  the  Chamber  of 
Deputies,  a  very  conservative  tax  program  was  drawn 
up.  But  it  was  not  imtil  the  end  of  December,  1916, 
that  the  most  important  soiurcea  of  public  revenue  were 
tapped  by  means  of  new  taxes. 

The  unwillingDess  of  the  administrations  to  levy  taxes 
caused  astonishment  and  criticism.  But  they  kept  piling 
up  optimistic  reviews  of  the  economic  position  of  France. 
Calculating  upon  an  early  end  of  the  war,  they  smoth- 
ered the  truth  under  the  pretext  that  they  were  preserv- 
ing the  morale  of  the  country.  As  the  preddent  of  the 
council,  Mr.  Bibot,  said  on  Jime  1,  1917  —  he,  how- 
ever, was  in  the  government  mnce  Ai^pist,  1914  —  "It 
was  a  great  mistake  not  to  have  confronted  the  country 
with  the  real  truth,  not  to  have  made  known  to  it  tl» 
sacrifices  which  it  had  to  cany  immediately  and  which 
must  grow  worse  as  the  fight  continues."  *  This  blind- 
ness is  one  of  the  characteristics  of  Frraich  economic  and 
financi^  policy  throughout  191&-16. 

What  is  still  more  astounding  is  the  campaign  aguinst 
any  pn^ram  of  war  taxation,  which  was  enei^tically 
led  by  the  vast  majority  of  French  economists  and 
financiers,  ec^>ecially  by  Mr.  Paul  Leroy-Beauheu:*  "It 
is  posdble  to  have  recourse  only  to  expedients  in  war 
time,"  he  said,  "to  loans  of  a  provisional  character." 
The  underlying  reasons  for  that  opposition  were  the 
hostility  against  the  reform  of  the  income  tax  and  the 
fear  of  compromising  "union  sacr^e"  by  bringii^  into 

<  O.  JtH,  Lw  finum*  de  guen*  d«  I*  FVaooe,  toL  U,  p.  a. 

*  Mr,  I^ul  L«roy.fie«u]ieu  CAflt  thk  eontAmptuooi  i]edlainti<i&  mtfonA  tlw  Twr 
l«*Ml*ar)il«eof  BtaipDliay:  "All  exparisuwl  men  uv  of  tlu  niiinicn  that,  in  Ftuie*,it 
vmild  b«  pnmatun  to  lory  emw  tmtkm." 
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fence  a  fiBcal  policy  which  might  revive  the  violent  pte- 
war  controversies.  The  pretexts  wen  the  invadcm  d 
French  territory  and  the  economic  and  financial  paral- 
ysis that  it  entailed. 

Second  period:  1917  to  November,  1918  —  Conser- 
vative  and  inadequate  policy.  The  law  of  December 
81, 1916  marks  the  first  great  fiscal  efFort  of  France  dnce 
the  start  of  the  war.*  The  general  income  tax,  suspended 
anoe  the  b^pnning  of  the  war,  was  put  in  force  again; 
tax  rates  on  income  from  personal  property  were 
'increased,  as  wrae  also  the  tariff  duties  on  colonial 
products,  the  rates  on  health  drinks,  on  sugar  and  on 
tobacco.  Taxes  were  placed  upon  mineral  waters,  on 
jdiarmaceutical  specialties,  on  chicory  and  coffee  sub- 
stitutes, on  spectacles ;  a  new  military  war  tax  was  levied 
upon  men  of  military  age  ^o  were  not  doing  military 
service.  From  that  time  on,  tax  laws  fcdlowed  each 
other  —  doubtless  inadequate;  but  the  fiscal  effort 
went  on. 

For  1917,  three  fiscal  measures  may  be  noted.  Firsts, 
Um  law  of  July  31 ,  1917  completed  the  r^orm  of  tiie  direct 
taxes;  the  schedules  of  the  income  tax,  graded  according 
to  the  occupation  from  which  the  income  was  derived, 
were  increased;  likewise  the  general  tax  on  income. 
Seramdly,  a  decree  of  October,  1917,  raised  the  price  <tf 
matches.  Thirdly,  the  law  of  December  31,  1917  in- 
creased the  taxes  upon  free  changes  of  titles,  that  is 
upon  gifts  and  inheritances;  above  all  it  brought  into 
being  a  tax  upon  expenditure  (the  luxury  tax) ;  finally  it 
revised  the  super-tax  on  war  profits. 

In  the  first  ax  months  of  1918,  three  laws  were 
passed.  Firstiy,  the  law  of  January  17  increased  the 
selling  price  of  tobacco.  Secondly,  the  law  of  April  18 
contained  some  measures  against  tax  frauds.  Thirdly, 

ISIO  had  laonMBd  tba  tax  oB  klwtbol;  tai  Out  !■«  tt  JdIt, 
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tiie  law  of  June  29  raised  the  general  income  tax  sched- 
ule again,  the  tax  on  property  in  mainmort,  the  stamp 
and  registration  taxes;  it  brought  spirituous  liquors 
imder  the  luxury  tax,  increased  the  sugar  taxes,  the 
tax  on  health  diinks,  on  chicory,  on  vinegar,  and  the 
transportation  tax.  On  the  whole,  the  fiscal  effort,  as 
customarily,  conEOsted  mainly  of  a  wide  use  of  consump- 
tion taxes. 

Despite  this  lei^hy  enumeration  of  tax  laws,  it  is 
not  to  be  thought  that  the  resources  thereby  created 
were  very  great.  These  new  and  increased  taxes  which 
had  been  impoied  from  the  start  of  the  war  to  the  end  of 
May,  1918,  were  calculated  to  yield  the  treasury  for  the 
year  191S,  a  httle  less  than  2,900  million  francs  of  new 
reoeipta,  and  if  the  receipts  of  the  law  passed  June  29, 
1918  are  included,  3,400  milhon  francs.  For  an  entire 
year  of  war,  the  additional  yield  was  to  be  higher  by 
some  few  htmdreds  of  millions  of  francs.  In  fact  in  the 
twelve  months  of  1918  and  1919,  the  total  tax  receipts 
old  and  new  were  as  follows  (in  millions  of  francs): 

IBIS  uu 

Direct  taxes  and  other  rekted  taxes 727  7S8 

Registntion  taxes d24  1,874 

Stamp  taxes 216  811 

Tax  OD  stock-catchange  operatjona 2  7 

Tax  on  inoome  from  penonal  property 2E>3  2B0 

Tax  on  payments 210  629 

Cuatoma  duties  (augar  kdA  salt  not  moluded) 1,476  1,185 

Indirect  taxea  (sugar  and  salt  not  included) 695  1h!03 

Colonial  goods  duties 68  103 

Salt 31  32 

Sugar I6fl  360 

Matches  and  briquets 66  83 

Tobacco 636  042 

Ex|iloaives 13  20 

Poets,  telegraph  and  telephone 445  683 

Direra  public  worics 2.S  1.8 

Public  domain 112  90 

liquidation  of  aupplies 1,102 

Miscellaaeous 172  860 
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We  must  take  note  of  two  l^'pes  of  revenue:  the  in- 
come tax  and  the  supra^tax  on  war  profits. 

1.  Income  tax.  —  That  includes  the  general  income 
tax  and  the  tax  on  income  graded  according  to  the  na- 
ture of  the  occupation  from  which  it  was  derived.  Be- 
cause of  the  war  disturbances  and  the  invasion,  the 
yield  was  not  regular. 

Considerable  arrears  still  exist  today  (October,  1920). 
The  statistics  of  arrears  fumuhed  by  the  administra- 
tion are  none  too  precise. 

2.  Super-tax  on  extra  supplementary  war  profits.  — 
At  the  end  of  1919  the  administration  made  known 
that  the  e^mates  had  been  put  at  the  following  ^ures, 
in  millions  of  francs: 

For  the  period  1918 notiung 

■     ■        ■      1917 500 

"     *        ■      1918 580 

•     '        «      1919 660 


The  decidedly  predominant  part  played  by  consump- 
tion taxes  is  pUun.  The  administration  denied  this  in 
presenting  to  the  Chamber  of  Deputies  tables  ar^ 
ranged  for  demonstration;  the  conservative  parties 
i^reed  in  the  view  that  a  very  sound  and  reasonable 
proporticm  had  been  established.  The  socialist  party 
criticized  it  violently.  In  reality,  the  French  financial 
r^pme  which  was  very  clearly  undemocratic  before  the 
war  became  even  more  so  after  the  laws  of  1916-19. 
Three  things  should  be  noted:  first,  tiie  very  small 
yield  of  the  super^tax  on  war  profits;  second,  the  two 
nullion  francs  in  taxes  contributed  by  the  peasants  on 
agricultural  profits  (huge  in  reahty);  and  third,  the 
fact  that  the  government  loans  were  tax  free.  The  legis- 
lation was  plfunly  conservative,  bru^mg  to  mind  the 
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metiiods  of  the  National  Assembly  after  the  war  of 
1870-71. 

Third  period:  the  armistice  (November  11, 1918)  to  the 
end  of  1019 — financial  inaction.  After  the  aimiBtiee, 
the  advice  of  Mr.  Clemenceau's  administration  was  as 
follows:  "There  is  no  need  of  hastening  to  impose  new 
taxes.  Before  levying  fresh  burdens  on  the  French  tax 
payer,  conquered  Gennany  must  be  made  to  pay 
everything  that  can  be  gotten  from  her  as  reparation 
for  the  destruction  and  for  the  unheard-of  costs  arising 
out  of  the  criminal  war  she  let  loose."  Furthermore, 
being  on  the  eve  of  genend  elections  (they  were  held  on 
November  16, 1919)  Parliament  was  not  anxious  to  levy 
new  taxes  for  fear  of  being  unpopular.  Thus  the  period 
from  November,  1918  to  the  close  of  1919  was  a  period 
of  fiscal  inaction.  Furthermore,  the  administration  did 
not  consider  it  necessary  to  issue  a  laige  funding  loui. 
There  were  no  long  term  loans  in  1919. 

This  double  mistake  —  for  which  the  associates  of 
Mr.  Clemenceau  have  been  blamed  for  a  long  time  past 
—  has  had  a  very  serious  effect  upon  French  public 
finances.  On  the  other  hand  expenses  did  not  fall  off 
greatly  after  the  armistice;  the  deficit  continued  to 
reach  hugh  totals  and  the  floating  debt  grew  apace. 

Fourth  period:  Eonce  January,  1920 — heavy  consump- 
tion taxes.  The  new  Chamber  of  Deputies  was  elected 
on  November  16,  1919,  amidst  a  burst  of  violent  re- 
action against  tiie  Bolshevist  ideas  which  then  tiureat- 
ened  to  sweep  over  eastern  Europe,  a  display  of  scorn 
and  hatred  against  the  Russian  commimists  whose 
treason  almost  led  to  the  defeat  of  the  Entente  armies  in 
1918,  and  certainly  caused  the  death  of  thousuids  of 
French  soldiers  on  the  battlefields  of  the  Somme.  The 
unbending  stand  of  the  unified  socialists  in  France  and 
tiieir  refusal  to  ally  themselves  with  the  radical  parties^ 
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also  had  an  effect  upon  the  outcome  of  tiie  election.  Hie 
conservative  parties  won  a  etriking  victcny  on  Novem* 
ber  16, 1919.  The  senatorial  elections  of  January,  1920, 
maintained  the  same  majority  in  power  as  before. 
Since  the  French  Senate  has  always  been  decidedly  con- 
servative in  Bpite  of  all  labels,  especiidly  in  financial 
mattes,  tiie  conservative  party  bad  a  great  majority  in 
Fariiament.  That  became  apparent  when  the  question 
fA  financial  remedies  and  new  sources  of  revenue  came 
up.    The  programme  has  been  as  follows: 

1.  It  was  decided  to  issue  a  funding  loan.  One  was 
issued  in  Februaiy,  1920  (5  per  cent  interest,  50  per 
e^it  redemption  premium).  Its  success  has  not  been 
very  great;  it  yielded  scarcely  enough  to  fund  the  float* 
ing  debt.  It  has  been  absorbed  almost  entirely  for  cur- 
rent expenses.  A  second  loan  (unlimited  amount,  6  per 
cent  at  par)  is  now  being  offered  for  subscription 
(October,  1920). 

2.  RailroadrateaweregreatJy  increased;  also  posted, 
tdegn^h  and  telephone  rates,  so  as  to  reduce  or  do 
away  with  the  d^cits  in  operation  and  consequent 
budget  deficits.  The  increases  were  often  more  than 
100  per  cent.  The  increase  of  postal  rates  was  calcu- 
lated to  yield  a  supplementary  revenue  of  326  million 
francs  in  1920,  and  400  millions  for  a  whole  year. 

The  results  of  the  first  months  of  enforcement  of  the 
new  schedules  an  far  below  the  estimates.  For  the 
four  months  of  August  to  October,  1920,  the  yield  is 
more  than  40  million  francs  less  than  the  estimates.  For 
a  whole  year,  tiierefore,  the  supplementary  revenue 
would  only  amount  to  280  or  300  n^on  francs,  instead 
of  the  estimated  400  millions. 

3.  The. bread  subsidy  was  given  up;  or,  in  other 
words,  the  consumer  has  to  pay  the  cost  price  for  bread. 
Because  of  this  the  price  of  bread  rose  from  0.55  franc 
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jwr  kilo  before  the  law  of  March,  1020,  to  1.30  francs  per 
kilo  in  September,  1920. 

4.  Very  heavy  consumption  taxes  were  levied.  That 
was  the  object  of  the  laws  of  June  26, 1920  and  July  31, 
1920  —  the  last  only  changing  some  details  of  the 
previous  legislation.  The  new  taxes  or  increases  of  taxes 
established  by  the  law  of  June  25,  1920  should  yield,  in 
the  first  six  months  of  1020,  3,660  million  francs,  and 
for  a  whole  year  a  little  less  than  8  million  francs. 

The  estimates  made  in  Jufte,  19^,  for  the  whole  year 
were  as  follows  (in  milUons  of  francs) ;  this  refers  only  to 
supplementary  receipts  expected  from  the  new  l^s- 
lation: 

Inoome  tax,  general  And  daanfied 1,308' 

Gifti  and  inheritances 170 

Changes  of  title  involving  outlay 106 

TitiM  falling  to  the  state 27 

Stamp  and  misoellaneoua  tOM 128 

Commercial  tranaaotions 6,000 

Curtoms 236 

Winea,  oiden,  been,  miowal  waUn 640 

Alcohola 800 

Spiriti  and  wines  de  Eum 192 

Misoellaneoua  Consumption  Taxes 68 

The  fiscal  policy  adopted  by  Parliament  in  June, 
1920,  was  still  more  conservative  tiuin  that  of  1916-18. 
That  accounts  for  the  following: 

Firstly,  on  June  25, 1920  the  super^tax  on  war  profits 
was  repealed,  b^inning  with  Jime,  1920,  and  it  has  not 
been  reestablished. 

Secondly,  the  income  tax  was  revised  in  such  way  as 


Stnotun*   

Uiiw  KVkHka    ..'.'.'.'.'. 
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to  make  it  more  conservative,  that  is,  reduce  its  rate  of 


Thirdly,  the  taxes  on  ^ts  and  inheritances  have  only 
been  increased  170  million  francs. 

Fourthly,  a  tax  on  the  volume  of  commercial  trans- 
actions, which  is  in  reality  an  expenditure  tax  was  de- 
vised, and  was  expected  to  yield  more  tlum  5  billion 
francs  for  a  normal  year. 

fifthly,  the  other  consumption  taxee  were  increased 
by  more  than  1,400  minion  francs. 

The  sodalist  and  radical  parties  protested  —  the  first 
violentiy,  the  second  more  timidly,  agiunst  this  a^t- 
lanche  of  consumption  taxes.  The  former  have  advcH 
cated  a  levy  on  capital,  and  the  latter  a  compulsory 
loan  at  a  low  rate  of  interest  in  order  to  pay  the  war 
debt.  But  while  none  of  the  partisans  of  the  extra- 
ordinary measures  except  the  sociaUsts  show  any  ex- 
treme ardor  in  forcing  their  adoption,  the  distinctiy 
conservative  majority  have  shown  themselves  im- 
movably opposed  to  them,  in  the  Chamber  of  Deputies 
as  well  as  in  the  Senate.  They  believe  the  taxes  on 
capital  hare  reached  their  nutTrimiim.  And  finally  the 
peasant  class  seems  hostile  to  radical  steps. 

On  the  basis  of  the  fiscal  act  of  June  25, 1920  modified 
by  tbe  act  of  July  31,  1920,  the  estimates  have  been 
revised  and  the  following  budget  has  been  drawn  up  for 
1920  (fiscal  act  of  July  31, 1920}  —  in  millions  of  francs. 

L   Taxea  and  reremm 
1.  Dinct  tuee 

TuM  on  nai  property 

Stnictaraa  S 

lAnd  1 

Indnatrul  and  oommerciil  profit*      I 
Apieullnral  lotdti 
Stipenda,  aaUriM  and  pconona 
New  commooial  profeonoDS 
General  income  tax  f 
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2.  RdatadUzM 

99 

8.  ReffstrmtioDtuM(ofwhii&fi00imllioii8 

1612 

4.  SUmpUxn 

821 

IS 

341 

7.  Specikl  tax  on  pftyimnta 

618 

2084 

9.  Curtoma 

1791 

10.  Indirect  tazea 

1686 

Of  which: 

Wine  ud  oidar 

462 

Beer 

12 

Alcohol 

430 

RailroBd  travel 

860 

87 

11.  Sugar  tu 

887 

Total  of  direct  tawe 

II,  Ineome  from  state  monopolies  and  public 

worlu 

MatcbM 

78 

Briquets 

1 

Toboooo 

978 

Explonvea 

14 

692 

Telegtaphs 

163 

Telephones 

17fi 

68/ 


Total  ineome  from  itata  mom^NdiM  and 

public  works 
m.  Revenue  from  public  domaina 

Other  than  forest  lands 

ForMto 
IV.  Conunitted  routine  revOHMs 
V.  Miac^aneooa  288 

VI.  Extraordinary  income 

Supw-tax  on  war  profita  4000  | 

Yield  from  sales  of  supplies  2916  >  8416 

Surplus  yield  for  fiscal  year  1920'    1600  J 

<  This  btudinc  nQoin*  njiUiutioii.  ThelHaObnlsstmapnpuad  by  thsadmia- 
MntloB  timuil*  the  md  of  \m\  but  it  was  only  pHMd  by  kfiaUtlv*  bodiis  on 
July  31.  1020.  Bftsr  ictri  montha'  daUy.  Durinc  I)-.*  fl  >t  htcd  mODttaa  of  Uie  flaw 
eU]  y««r.  tbt  yi^  itw  coBiidwkbly  in  acta  al  tl  at  toncut.  Thia  uncipactttl  mr- 
plua  waa  inohidad  in  thebudfat  of  103O  uDder  ths  fasadiiiB  of  "auiphtt  Sacal  ylild  for 
tbc  year  1920."     Thia  Mrminolocr  i>  mialeadiiif ;  furtbeimon.  tb*  antiilua  ia  naily 
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Vn.  Recoverable  inoome  in  Alsace-Lomine  79 

Vlll.  Recoverable  inoome  from  Algeria  S 

Gntnd  total  of  w&ja  and  meana  that  can 
be  included  in  the  ordinaiy  budget  for 
1920  period  21,768 

It  is  impoeaible  to  say  whether  the  estimates  made 
when  the  taxes  were  voted  (June,  1920)  or  when  the 
budget  was  made  up  (July,  1920)  will  be  realized  in 
fact.  It  is  enough  to  note  liiat  up  to  the  b^inning  of 
October,  1920  the  yield  has  been  very  different  from 
that  expected.  Let  us  leave  out  of  ccmradraation  the 
direct  taxes  which  because  of  the  revimon  cd  the  law  and 
schedules  (by  the  laws  of  July  26  and  July  31,  1920) 
were  collected  only  at  Uie  end  of  the  year.  The  income 
tax  itself  has  been  considerably  modified  in  respect  to 
its  baeds  and  schedules. 

The  other  sources  of  revalue  have  yielded,  for  tita 
first  nine  months  of  1920, 10,373  milli(m  francs,  to  wit: 

Indirect  tana  and  monopoliM 8,471 

76 

a  which  parUy  (Aaet  ovtain  expendituKB 

io    392 

Sake  o<  ntpplin 1,434 

Total 10,878 

If  the  matter  is  examined  in  detiul,  it  becomes  phun 
that  in  the  case  of  many  taxes  the  yield  has  been  far  less 
Hian  the  estimates.  Especially  the  very  considerable 
advance  in  customs  duties  has  not  yielded  the  expected 
amounts.  For  tiie  month  of  September,  1920  alone, 
there  was  a  miscalculation  of  12  million  francs.  Above 
all,  the  tax  on  commercial  transactions,  which  went  into 
force  on  July  1, 1920  yielded  about  293  million  francs  for 
July  and  August,  1920,  while  the  estimate  was  700  mil- 
lions. The  deficit,  therefore,  as  compared  with  tiie 
estimates,  is  407  millions  for  iheae  two  mont^ 
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The  administraldon  e^kuns  this  error  by  the  foUow- 
ingconnderations.  "TheyieldinSept^nber  grows  out  of 
the  transactions  earned  out  in  July  and  August,  a  time 
of  the  year  when  buEdness  falls  off  greatly,  particulariy 
during  the  latter  month,  and  notably  in  the  jewelry  and 
jewel  novelty  businesses.  Furthermore,  a  great  many 
transactions  executed  in  both  these  months  grew  out  of 
sales  made  before  the  first  of  July,  the  date  when  the  law 
went  into  effect,  and  transactions  of  ih&t  sort  were  coo- 
mdered  by  many  debtors  not  to  be  subject  to  this  tax 
and  were,  therefore,  not  included  in  their  declarations. 
Finally,  tiie  public  is  not  yet  used  to  this  new  tax  and 
numerous  debtors  have  not  complied  with  its  obliga" 
tions ;  only  after  some  months  of  gradual  devdopment  <^ 
a  checking  system  could  a  normal  yield  be  assured." 

In  these  explanations  there  is  much  truth.  It  cannot 
be  doubted,  in  particiUar,  that  the  yield  of  a  tax,  when 
first  it  is  applied,  is  less  than  its  yield  at  a  later  date  and 
less  than  nonsal  yield.  But  ihe  administration  should 
count  upon  that  in  making  its  estimates.  It  is  possible  to 
question  whether  the  estimates  made  of  the  yield  of  the 
tax  on  commercial  transactions  were  not  too  high,  and  if 
its  economic  effects  (price  increase  and  cutting  down  of 
consumption)  would  not  effect  the  financial  yield.  The 
question  is  important  in  view  of  tiie  place  which  the 
public  autiiorities  have  ^ven  to  this  tax.  Then  there  is 
the  revenue  from  the  postal  system  and  tiie  teiBg/capha 
and  telephones  which  for  September,  1920  alone  is  20 
millions  less  than  the  estimates. 

However,  all  together,  the  tax  revenue  for  1920  exceeds 
the  estimates  up  to  the  present.  For  the  first  nine 
months  of  1920,  tiie  yield  of  consumption  taxes,  of 
r^stration  taxes  (which  includes  inheritance  taxes),  of 
the  stamp  taxes,  of  the  state  monopolies,  and  of  the  tax 
on  personal  property  (including  the  tax  on  the  income 
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from  such  property)  has  exceeded  the  eetunates  t^ 
1,856  millions  and  the  returns  for  the  same  period  ot 
1019  by  2,619  millionB.  That  favorable  situation  cannot 
be  held  if  the  revenue  from  tax  on  the  volume  of  com- 
mercial transactions  does  not  increase  considerably.  <In 
truth,  because  of  that  error  the  tax  revenue /or  September, 
19S0  alone  is  322  millions  less  than  the  budget  estimates 
tho  448  millions  higher  than  the  revenue  of  September, 
1919.  The  revenue  returns  for  October,  1920  shows 
these  fears  to  be  well  grounded ;  the  tax  on  the  volume  of 
commercial  transaction  yielded,  in  that  month,  226 
million  francs  less  than  the  estimated  yidd.  The  sivw 
age  monthly  deficit  yield  of  that  tax  as  compared  with 
the  eet^omtea  is  thus  more  than  210  miUions. 


V.  The  OuhiOok: 

Because  of  the  new  fiscal  I^islation  of  1920,  &a 
budget  deficit  is  reduced,  but  no  genuine  balance  has 
been  established.  That  is  a  long  way  off;  as  to  tiie 
debt,  it  keeps  piling  up. 

On  the  othffl*  hand  the  position  of  the  French  tax 
payer  is  greatly  changed.  Up  to  1920  he  was  handled 
with  consideration.  Durii^  the  war  and  after  the 
armistice,  his  tax  burden  was  lighter  than  in  the  other 
belUgerent  countries  (than  England  especially).  In 
1920,  the  French  tax  payer  has  suddenly  fdt  a  great 
load  put  upon  his  shoulders.  To  the  weight  of  the  state 
taxes  must  be  added  that  of  the  local  taxes  besides, 
-v^ch  has  also  grown  considerably  in  some  communes, 
eE^iecially  in  the  large  cities.  This  double  weight  is  not 
(mly  felt  in  the  many  billions  the  tax  payer  must  give 
to  the  public  treasury,  in  one  form  or  another.  It  is  felt 
also  in  the  exceptional  rise  in  the  cost  of  living  which, 
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in  a  large  measure,  is  caused  by  the  heavy  consumption 
taxes  imposed  tinder  the  recent  le^slatlon. 

It  is  extremely  difficult  to  tell  exactly  what  is  the  load 
carried  by  the  tax  payers  in  different  countries  or  to 
make  a  comparison  between  them,  which  is  baaed  on 
dependable  information.  The  Chancellor  of  the  Excheq- 


3.  United  SutM 
8.  Fnnoe. 

4.  Itaty 

5.  Gennany. 


Mar.  31,  1914 
Mar.  31,  1020 
Har.  31,  1921 

Jnne  30,  1914 
June  30,  1019 
June  30,  1920 

Dec.  31,  1913 
Dec.  31,  1919 
Dec.  31,  1920 

June  30,  1914 
June  30,  1919 

Mar.  31,  1914 
Mar.  31,  1D20 


W.79 
37.93 
49.41 

103.40  fr. 
209.e0 


uer,  Mr.  Austen  Ghamberlfun,  has,  however,  recently 
inesented  a  document  to  the  House  of  Commons  in 
which  that  comparison  is  made.  In  order  to  measure  its 
value  you  would  have  to  know  how  it  was  drawn  up.  I 
doubt  whether  it  can  be  conadered  other  than  merely 
indicating  the  general  trend  of  the  increase  of  the  tax 
burden  of  the  various  countries  compared.  Indeed,  in 
one  respect,  it  is  not  exact,  for  no  one  knows  at  the 
present  moment  what  will  be  the  actual  yield  oi  the 
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taxes  established  by  the  laws  of  Jime  25  and  July  31, 
1920.  The  estimates  made  ia  June  and  July,  1920  have 
not  been  confirmed  by  the  outcome,  which  falls  far  short. 
Again,  the  Englidi  document  does  not  deal  with  the 
local  taxes.  And  fin^y  and  most  important,  the  weight 
of  the  tax  burden  depends  mainly  upon  the  capacity  to 
pay.  The  different  economic  podtions  of  different  coun- 
tties  at  the  present  time  can  be  subjected  to  a  common 
measure  on^  with  difficulty.  These  reserrations  must 
be  borne  in  mind  when  conddering  the  figures. 

Has  the  French  tax  payer  reached  the  end  of  his 
troubles?  The  answer  depends  mainly  upon  the  solution 
made  of  the  four  following  problems. 

first,  the  reduction  of  expenditure,  particularly  of 
military  expenditure. 

Second,  the  settlement  of  the  foreign  debt. 

Third,  the  settlement  of  the  reparation  payments  by 
Gwnumy. 

Fourth,  the  stalnlizii^  of  foreign  exchange. 

1.  As  regards  reduction  of  military  expenditure.  The 
nationalist  wave  which  rolled  over  all  the  bdligeient 
countries  did  not  spare  France.  On  the  morrow  of  the 
war  which  was  to  have  been  the  last  of  all  wars  in  all 
coimtries  a  very  strong  resistance  against  a  reduction  of 
mihtary  etrpenditiue  can  be  observed.  In  England  and 
the  tTuited  States  it  is  naval  expenditure  that  is  ex- 
tended; in  France  it  is  the  expenditure  upon  land  forces. 
The  naval  policies  of  England  and  of  the  United  Statra 
Sftpeared,  in  France,  unjiutified.  The  French  military 
policy  has  an  excuse;  the  indisputable  resistance  of 
Qertnany  to  the  execution  of  the  treaty  of  Versailles. 
Besides  many  in  France  criticize  that  military  policy. 

However  that  may  be,  the  ^ures  of  the  projected 
budget  of  the  Minister  of  War  for  the  financial  year  of 
1921  is  as  follows  (in  francs) : 
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Ordinaiy  budget 3,290,324,000 

ExtnordinaJT  budget 2,697,080,000 

Budget  of  reoorerable  ejqMiuea 14,500,000 

EzpenBW  of  oooupation 636,064,000 

Budget  for  ammunition 133,326,000 

Ualdng  »  rouml  total  ot 6,680,200,000 

In  the  extraordinary  budget  the  Morocco  expenaee 
account  for  591  millions.  This  budget  includes  beeddea 
the  expenditure  incurred  in  connection  with  Syria, 
Poland,  and  South  Russia. 

The  figures  for  the  same  budget  for  1920  were  as  i<A- 
lows: 

Ordinary  budget  (including  391  nuDiou  ex- 

penditim  for  Morocco) 2,586,316,000 

Eztraordinvjr  expenditure 1,649,000,000 

Beooverable  expenditure 12,600,000 

ExpeDBGB  of  oceupmtion 706,000,000 

Budget  for  ammunition 198,000,000 

Giving  a  total 6,160,816,000 

The  war  budget  for  1921  thus  shows  an  increase  of 
nearly  1,530  millions  over  that  for  1920. 

The  generfd  total  of  troQ[w,  as  stated  in  the  budgets  fA 
1921  is  over  38,473  officers  and  696,000  men.  To  this 
number  must  be  added  800  officers  on  detached  duty  in 
connection  with  other  ministries,  and  30,000  men  em- 
ployed in  projects  of  one  sort  or  another.  Furtiiermcnc 
(me  must  reckon  the  201,246  horses.  The  enormity  of 
the  military  expenditure  is  evident.  Finally,  the  Minift- 
ter  of  War  has  recently  secured  the  passage  by  the 
Council  of  Ministers  of  an  act  fixing  the  term  of  mUitary 
service  at  18  months.  The  Minister  of  War  wanted  a 
two  year  term.  It  is  generally  imderstood  that  under 
the  law  the  period  of  service  will  be  18  months,  but  that 
it  m&y  be  extended  to  two  years  in  case  of  necesmty, 
without  need  of  asking  parliamentary  authorization  for 
the  same. 


^dbyGoogk- 


ECONOMIC  AND  FIN  ASCI AL  POSITION  OF  FRANCE    200 

Win  these  military  measureB  be  paased?  TherewiUbe 
Btemg  oppoeition. 

The  Minister  of  Finance  hag  tried  to  oppose  thie  in- 
crease of  militaiy  expenditure.  He  made  (in  October, 
1920)  an  I4)peal  to  the  high  authority  of  Uie  President  of 
tiie  Republic  which  stined  up  the  constitutional  ques- 
tion of  the  powers  of  the  Minister  of  Finance  and  the 
presidential  powers.  It  would  appear,  however,  that  this 
step  had  no  success  for  in  an  official  note,  dated  Octo- 
ber 15, 1920,  it  was  made  known  that  "the  Minister  ot 
Finance  has  received  and  at  once  sent  on  to  the  Finance 
Committee  of  the  Chamber  of  Deputies  the  figures  of 
the  1921  budget  of  the  Minister  of  War."  It  would  ap- 
pear that  the  Minister  of  Finance  exercised  no  control 
and  therefore  that  the  President  has  not  desired  to  step 
in  or  has  not  succeeded  in  his  intervention. 

The  Finance  Committee  of  the  Chamber  of  Deputies 
has  also  e^ressed  an  opinion  in  favor  of  a  restrictive 
poUcy  (Resolution  of  the  Committee,  Oct.  11,  1920). 
It  is,  however,  difScult  to  tell  whether  a  majority  of 
the  Chamber  agrees.  The  country  suffered  so  sadly 
from  the  German  invasion  and  barbarity  that  the- 
q>ecter  of  Germany  need  only  be  waved  before  a  French. 
Chamber  in  order  to  involve  it  in  military  expenditures. 
The  genuine  disarmament  of  Germany  alone  can  bring: 
about  a  change  in  that  mental  state,  and,  as  a  conse- 
qumioe,  a  change  in  military  expenditure.  Having 
escarped  from  a  deadly  peril,  the  immense  majority  oF 
Frenchmen  absolutely  do  not  beUeve  in  the  resignation 
ot  Germany;  they  are  firmly  convinced  ihsA  Germany 
will  seize  the  first  opportunity  to  seek  revenge.  And 
once  again  it  will  be  a  question  of  life  and  death.  Under- 
theee  conditions,  Frenchmen  are  ready  to  agree  to  all 
pecuniary  sacrifices  asked  of  them  rather  tlum  suffer 
another  invaedou.  Tb«e  are  feelings  wbidi  peoples  leas- 
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tried  by  war,  like  the  En^ish  and  Americans,  do  not 
understand.  Certain  T^g1i»h  and  American  public  men 
talk  freely  of  French  imperialism.  Since  1870  the  French 
people  have  had  a  horror  of  war,  but  a  still  greater 
horror  of  invadon.  Yet  it  does  not  do  to  forget  that 
there  are  in  France  some  impenitent  imperialists.  It 
must  be  admitted  t^t  the  stirring  up  of  the  just  pasaim 
for  national  defense  makes  an  excellent  platfoim  for  the 
imperiaUsts,  jingoes,  and  militarists.  For  all  these  rea- 
sons the  question  of  the  military  expenditure  in  France 
remains  one  of  the  most  difficult  to  solve  satisfactorily. 
It  is  a  good  sign  that  becaiise  of  the  opposition  of  the 
Finance  Committee  to  the  policy  of  military  organiia- 
tion  drawn  up  by  the  Minister  of  Finance,  he  re- 
mgned  (December,  1920).  He  was  replaced  by  Raiberti, 
president  of  the  Fintmce  Committee  of  the  Chamber 
of  Deputies,  who  was  chosen  to  give  effect  to  the  ideas 
of  the  Commission.  One  may  hope  to  see  the  im- 
perialist projects  upheld  by  Mr.  A.  Lepage  and  Mr. 
Barthou  come  to  nought. 

2.  France  has  received  from  the  English  and  Ameri- 
can governments  loans  totaling  (at  par  of  exchange) 
28,755  million  francs: 

Frgm  the  Amerioati  traaaarr 12,327 

From  the  Britiah  tnasaij 14,428 

For  the  present  it  is  understood  ihait  the  Engtiah  and 
American  governments  do  not  ask  payments  either  of 
interest  or  of  capital.  The  question  is  in  abeyance. 

Here  I  must  speak  frankly.  During  the  war  it  was 
proclaimed,  with  numerous  repetitions,  that  the  Allies 
were  pooling  all  their  resources  for  the  common  victory. 
France,  the  least  wealthy  of  the  three  Allies  and  the 
most  tried  by  the  war,  received  financial  help  whidi,  it 
must  be  stated  with  emphasis,  powerfully  hdped  the 
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Allies  to  win  the  war.  The  unontmoMoinmon  of  French- 
men  is  that  the  unexampled  sacrifices  of  human  life; 
the  destruction  of  all  kinds  infiicted  upon  the  invaded 
T^ons;  the  complete  stoppage  during  the  four  years 
of  war  of  economic  production,  which  was  entirely  de- 
voted to  the  war;  the  heavy  tribute  paid  by  France  to 
foreign  ship-owners,  especially  to  the  English  —  these 
fully  make  up  for  the  money  advances  made  to  her. 
The  vnammow  opinion  of  Frenchmen  is  that  to  compd 
France  to  pay  that  f  or^gn  debt  would  not  only  impose 
an  unbearable  burden  upon  her,  but  also  to  perpetrate 
a  serious  injustice.  The  victory  was  won  by  the  com- 
mon efFort  of  the  Allies;  the  benefits  and  the  sacrifices 
also  must  be  shared  in  common. 

Bemdes,  it  would  be  a  grave  mistake  of  policy  to  per^ 
mit  this  germ  of  discord  to  flourish  in  the  relations  be- 
tween the  United  States,  En^and,  and  France  —  the 
question  of  the  repayment  of  loans.  Upon  this  matter 
Fr^ich  (pinion  is  iJtogether  in  agreement  with  Pro- 
fessor Keynes  of  England.  If  the  claims  of  the  Allies 
agunst  each  other,  arimng  out  of  war  loans,  are  not 
plainly  and  mmply  abandoned,  and  if  Germany  only 
pays  part  of  her  obligations,  the  result  of  the  war  will 
have  been  to  make  oertaiu  of  the  Allies  pay  a  heavy 
indemnity  instead  of  being  paid.  Such  a  burden  would 
be  all  the  more  bitterly  resented  because  it  would  be 
thought  wholly  unjust.  The  financial  and  political 
consequences  of  such  payments  as  these  cannot  be 
calculated. 

Indeed,  the  experts  do  not  overlook  the  extent  of  the 
sacrifice  which  England  and,  above  all,  the  United  States 
would  be  called  upon  to  make,  if  a  policy  of  mutuid 
abandoDment  of  debts  be  adopted.  They  know  that  the 
English  and  American  tax  payer  have  not  been  treated 
tenderly,  and  still  have  heavy  taxes  to  meet.    The^ 
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do  not  disregard  the  fact  that  the  people  in  these  coun- 
tries, now  that  victory  is  won,  regard  with  disfavor  the 
abuidonment  of  chums,  which  means  that  their  own 
tax  load  will  be  heavy.  Th^  are  awue,  finally,  of  the 
fact  that  Enf^ish  and  Am^can  public  opinion  has  be«i 
imf avorably  impressed  by  the  fact  that  the  Fr^ich  tu 
payer  was  not  called  upon  during  the  war  to  submit  to 
as  heavy  taxation  as  English  and  American  citizens. 

But  these  considerations  no  matter  how  strong,  may 
not  prove  decisive.  The  plain  facts  remain :  the  frightful 
sacrifices  borne  by  France  in  men  and  devastated  terri- 
tory, the  ruin  of  the  national  economic  system  because 
of  the  war,  the  great  profits  made  during  the  war  by 
English  and  American  industry  and  commraitse,  of  which 
a  (not  negligible)  [uut  was  pud  by  the  French  treasury. 

The  contention  that  the  French  tax  payer  was  carry- 
ing a  relatively  light  tax  burden  has  now  no  fq>parent 
weight,  and  justly  it  never  had  imy.  In  fact,  the  ques- 
tion of  when  Emd  how  the  French  tax  payer  will  pay  the 
costs  of  the  war  is  a  matter  ot  domestic  policy,  which 
does  not  affect  the  question  of  the  just  distribution 
among  the  Allies  of  the  costs  of  the  war. 

3.  The  treaty  of  Versailles  imposed  upon  Germany 
the  whole  payment  for  the  damage  that  the  German 
troops  caused  in  France.  The  great  difficulties  are 
firstly,  to  fix  the  amount  and  secondly,  to  secure  the 
payment. 

Opinion  is  divided  in  France  upon  the  fixing  of  t^e 
amount.  Some  have  reconciled  themselves  to  the  det^^ 
mination  of  a  lump  sum,  fixed  once  for  all,  in  order  to 
facihtate  payment  and  with  the  idea  that  "a  bird  in  the 
hand  is  worth  two  in  the  bush."  Others  demand  the 
entire  payment,  whatever  the  sum  may  be,  as  reckoned 
in  conformity  with  the  treaty  of  Versailles.  This  latter 
view  appears  to  be  the  more  strongly  supported,  and  it 
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is  this  view,  at  all  events,  which  has  prompted  tiie 
government  policy  up  to  the  piesent  (October,  1920). 

The  idea  of  a  fixed  amoimt,  supported  by  England  is 
—  it  would  be  silly  to  deny  it  —  a  constant  cause  of 
Miction  between  the  English  and  French  governments. 
It  is  because  the  two  governments  have  not  been  able  to 
come  to  an  understanding  on  this  point  that  the  Finan- 
cial Conference  at  Brussels  in  Septembei^-October,  1920 
turned  out  to  be  only  an  academic  gathering,  without 
any  serious  usefulness.  It  is  impossible  to  say  at  the 
present  time  how  the  matter  will  be  settled.  The  settle- 
ment of  the  question,  however,  cannot  long  be  delayed. 
Be^inmng  with  the  first  half  of  1921  it  should  be  squared 
with  tlie  terms  oi  the  treaty  oi  Versailles. 

The  great  question  of  payment  by  Germany  remiuns. 
How  will  she  make  the  payment?  'Will  En^and  and 
ecf>edally  the  United  States  lend  their  financial  assist- 
uioe?  Will  they  discount  in  whole,  or  in  part,  the  claims 
of  France  agunst  Germany?  The  economic  and  finan- 
cial recovery  of  France  is  bound  up  with  the  answers 
of  these  questions.  Public  opinion  cherishes  some  opti- 
mistic and  favorable  hopes  in  the  matter.  The  experts 
fear  the  spirit  of  national  selfishness  which,  mnce  the 
flfmistice,  has  steadily  flourished. 

4.  It  is  equally  difficult  to  make  predictions  on  the 
subject  of  the  extension  of  international  credits  to  the 
various  countries  of  Continental  Eiuvpe  and  especially 
France.  Without  tiiese  international  credits  trade  be- 
comes difficult,  and  finanniiJ  and  econmnic  recovery  is 
put  off  for  an  indefinite  pmod.  In  this  matter  also,  the 
Brussels  Conference  in  September-October,  1920  bore  no 
other  fruits  than  the  clear  display  of  a  spirit  of  national 


To  conclude:  the  financial  uid  economic  future  of 
France  is  ^oomy.  But  the  vigor  of  the  French  people  is 


^dbyGoogle 


214  QVARTEBLY  JOUBNAL  OF  KCONOMICS 

great,  as  their  history  shows;  and  thdr  spirit  of  economy 
and  thrift  is  traditdoual.  In  spite  of  the  enormous  diffi* 
cultiee  which  seem  to  stand  in  the  way  of  her  xeocfvery, 
the  French  nation  will  come  out  of  the  terrible  trials  she 
has  experienced,  trimnphuit.  That  triiunph,  no  doubt, 
will  be  a  matter  ci  many  long  years. 

Gabton  JtZIL 

Uhtvebsht  or  Pabib. 
Bavci  DE  ScniNCB  bt  db 

UoiSLATHm  FlKAMOlfcBEa. 
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GENERATING  CYCLES  OF  PRODUCTS 
AND  PRICES 


Hie  nujor  f eatnrea  of  eoonomio  oydea  are  traoeable  to  thrM  primaiy 
lura:  (1)  the  law  of  the  generatiiig  tsyde  of  nw  materulsi  iriiieh 
k  dne  to  a  non-etxmomis  oause;  (2)  the  kw  <i  demand  for  nw 
ntateritUs,  in  conaequenee  irf  irtiich  the  genentting  cycle  of  products 
tnigiiuitea  a  derived  cycle  of  prices  for  raw  inaterialB;  and  (3)  the  lav 
of  competitive  price,  Moording  to  which  the  prices  of  finished  goods  in 
*n  open  maricet  ttoid  to  correspond  with  the  ooet  of  production. 

Conelaticxi  of  orpp  yields  and  crop  prioes,  218.  —  Generating  oydes 
of  products,  224.— The  derived  cycle  of  prices,  226.  —  Cycles  in  the 
poduetaof  mines,  228.  —  Cycles  in  raw  nutteriols,  231. — dmchiding 
obsemtions,  233. 

A  TBLLiNQ  advance  was  made  in  the  theory  of  eco- 
nranic  dynamics  when  crises  were  proved  to  be  phases 
of  economic  cycles.  The  spectacular  features  of  crises 
—  panics,  bankruptcies,  collapse  of  [niceB,  unemploy- 
ment of  labor,  and  subsequent  genottl  depresdon  of 
business  —  had  for  some  time  attracted  attention  and 
dicited  innumerable  theories  as  to  their  cause.  A  gen- 
eral characteristic  of  these  theories  was  the  citing  of 
detached,  non-recurring  events  as  the  separate  cause  of 
each  isolated  crisis.  A  war,  a  failure  of  some  conspicu- 
ous establishment,  an  election,  or  a  bad  harvest  were 
among  the  supposed  causes.  With  the  development  of 
the  theory  of  cycles  the  well-marked  stages  of  pros- 
perity, crisis,  decline,  and  depression  were  described 
and  shown  to  be  parts  of  a  general  rhythm  of  industry. 
This  more  ample  view  of  the  vicissitudes  of  business 
suggested  that  if  the  rhythm  as  a  whole  could  be  traced 
to  a  single  cause,  the  foundation  would  be  laid  for  long- 
range  forecasting  and  would,  periiaps,  lead  to  the  con- 
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tFol  of  economic  changes  in  the  interest  of  the  social 
good. 

The  buoyant,  expectant  hope  which  stimulated  the 
early  searchers  for  a  single,  persistent  cause  of  cycles  is 
shared  by  few  recent  investigators.  On  the  contraiy, 
there  is  fiat  denial  of  the  existence  of  any  marked  r^u- 
larity  or  pmodicity  in  the  phencnnena;  attempts  at 
e]q>lanation  by  means  of  a  few  causes  are  r^arded  as 
obsolete;  and  while  recognition  is  made  of  the  existence 
of  the  cycle  with  its  separate  phases,  there  is,  in  many 
casra,  a  reversion  to  the  method  of  alle^ng  isolated, 
separate  explanations  for  each  critical  point  in  the 
several  phases.  The  present  inquiry  takes  up  the  aban- 
doned search  for  a  angle  explanation  of  iha  entite 
riiythm  and  its  constituent  parts. 

Two  accomplished  investigators,  Professor  Aftalion,* 
and  Professor  Bresciani-Turroni,*  have  pointed  out  that 
the  average  length  of  cycles,  since  1857,  has  been  in  ibe 
nei^borhood  ot  eight  years.  That  fact  is  sufficimt 
reason  for  asking  why  cycles  are,  on  tiie  average,  about 
ei^t  years  in  lei^th,  and  whether  this  loose  periodieify 
may  not  have  as  its  origin  a  periodically  recurring 
cause.  Profeesor  Mitchell,  in  his  mastffl>ly  Businesa 
Cyclea,  has  set  in  relief  another  fact  of  critical  mgnifi- 
eance,  namely,  the  supreme  importance  in  each  phase 
of  the  cycle  of  the  volume  and  prices  of  raw  materiala 
In  his  description  of  "How  Proii)erity  Breeds  a  Crias" 
he  has  made  an  illuminating  statement  which  is  here 
quoted  at  length.  I  have  taken  the  liberty  of  italicising 
several  sentences: 

.  .  .  lite  cost  of  mateiiftls  exceeds  wages  in  every  one  (rf  the  lead- 
ing branohee  of  manufacture,  and  in  a  majority  of  caaee  is  over  twice 

•  CortwtlDO  BiMcdud-Tumni,  U  THiMkMd  iMMw  (M  pcMri.  p.  ST. 
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«a  lai^.  Ijideed,  on  the  average  it  makes  practically  two-thirds  oi 
the  total  outlay.  If  waree  for  re-eale  be  BUbetituted  for  roaterialB, 
this  proportion  must  run  far  hi^er  in  wholesale  stores,  ^lile  in  re- 
tail shops  it  cannot  be  much  lower  than  in  factories  on  the  averaga 
and  may  well  be  considerably  higher.  Even  the  transportation  com- 
panies and  entarpriaea  in  the  extractive  induatriee  have  to  buy  vast 
quantities  of  cuirrat  supplies.  Hence  an  increase  in  i^e  cost  of  ma- 
terials, wares,  or  sup^dies  is  often  an  increase  in  the  largest  sin^ 
item  <^  expense,  and  always  an  increase  in  an  important  item.  Tba 
iriatave  fluctuations  in  the  prices  of  those  commodities  wia<^  are 
boo^t  and  of  those  niuch  are  sold  are  therefore  of  great,  in  maay 
cases  of  decisive,  importance  in  determining  profits. 

Concerning  these  rdative  fluctuations,  our  definite  information 
«msiBtB  of  index-numbers  tor  raw  materials,  partially  manufactured 
{woducts,  and  finished  goods;  also  for  the  same  commodities  at 
irtidessle  and  at  retail.  Now  this  statistical  evidence  poioto  to  the 
eondusioa  that  what  must  be  taken  as  buying  prices  creep  up  oa 
aeOing  inieeB  during  a  period  of  prosperity.  Of  oouise  this  mov»- 
Totoi  .  .  .  threatens  a  reduction  of  profits. 

WhUe  a  diffiaiU]/  qf  this  character  leenu  to  be  mcountend  in  mod 
branches  <4  Intnnetg  it  ie  liiel]/  to  become  pecuUarlt/  acute  in  thorn 
manmjadvring  indtatriea  which  xae  animal  and  farm  prodxtets  at  their 
teaiimff  raa  material*.  For,  following  up  a  suggestion  of  Sombart'e, 
we  have  found  that  these  classes  of  products  are  more  erratic  in  theic 
price  fluctuations  than  are  the  producte  of  mines  and  forests.  Henoo 
an  uncommonly  large  speculative  risk  must  be  borne,  or  insured 
against,  in  such  branches  of  trade  as  meat  packing,  flour  milling, 
eotton  spinning,  woollen  weaving,  tanning,  etc.  Of  coune  this  tkk 
exists  diuing  aQ  phases  of  tlie  buoness  cyde,  bat  it  is  augmented  in 
prosperity  by  the  necesmty  of  cairyinglargw  stocks  of  taw  materials. 
The  cenmu  imUcatet  that  more  than  Oaw-Soartht  (^attthe"  materiaU 
fwthaeed  in  the  rata  elate"  bg  Ameriemfatiariet  in  1900  brionged  to 
thie  data  vhieh  ia  peculiarly  wulable  in  price.  * 

■  W.  C.  UhshdL  *■■-■ — r  Cydm,  pp.  tSl,  ISS.   To  th*  them  (UtwsHit  ProfMWi 
mdbd  HVnA  tb*  folkrwins  BOta,  p.  482,  note  la 
"Tlia  vmreai  of  t»w  iB»l«iri»li  an  (Imi  ■•  bdknn: 

TnutaniM tl.Ml.000,000 

"      tonrt* 11«.DOO,I>00 

■      niatt S3(MllXl.a00 


•     an  ■oonta tl,4»0.000,000 

TMHth  OawB  at  Um  DniMd  BMm,  HumtMtam  Put  I,  p.  imzT." 

Tlac«iB>*li|M«in»inUiaabaTaT«li]B"tniinallK)unM."    Tb«  (ctnikta  nun li 
•llBa,0OCkO0(l;  *id  lUi  muld  m>k«  thi  pnpartua  soatiUratod  by  ths  tumi  813  pw 
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Now  may  it  not  be  that  the  physical  yield  of  the 
farmB,  whic^  supplied  more  than  three-fourths  of  all  the 
raw  materials  of  American  factories  in  1900,  is  itself  a 
periodically  varying  magnitude  that  will  produce  a  cor- 
responding rhythm  in  the  prices  of  raw  materials  and 
the  prices  of  products  derived  therefrom  ?  Is  it  not 
possible  that  this  same  periodicity  may  be  of  such 
length  as  to  approximate  the  aven^  length  of  cycles 
which  has  been  noted  by  Prof  e88<n-  AftiUion  and  Pro- 
fessor Bresciani-TiuToni  7 

If  we  discover  this  periodicity  in  the  yield  of  farm 
products,  we  shall  make  a  distinction  between  generat- 
ing economic  cycles  and  derived  economic  cycles. 
Generating  economic  cycles  will  then  be  economic  cycles 
iriiich  have  their  orifpn  in  non-economic  causes  and  are 
thooiselves  the  originating  source  of  derived  economic 
cycles.  If  the  varying  yield  of  the  crops  has  its  origin  in 
a  periodic  meteorological  cause,  it  will  itself  be  periodic 
and  will  generate  periodic  sequences  in  the  whole  of  the 
dependent  economic  changes.  If  the  enstence  of  such  a 
generating  cycle  is  established,  tiieax  will  be  no  need,  in 
treating  the  phases  of  economic  cycles,  to  seek  separate 
explanations  for  thdr  existence.  The  phases  of  the 
generating  cycles  will  themselves  originate  coiTesp<»id- 
ii%  phases  in  the  dependent,  derived  cycles. 


The  CkiRRBLATioN  OF  Crop  Yields  and 
Crop  Pbiceb    . 

From  the  point  of  view  of  the  v^ue  of  the  product, 
our  crops  ranked,  in  1919,  in  the  following  order:  com, 
viieat,  cotton,  hay,  oats,  potatoes.  These  six  crops,  in 
1919,  contributed  70.8  per  cent  of  the  vabie  of  the  mul- 
tdtudinouB  crops  produced  by  our  farms.  The  aggregate 
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value  of  all  the  crops  produced  in  1919  was,  according 
to  the  estimate  >  of  the  Secretary  of  Agriculture,  Sld,- 
873,000,000,  and  of  this  aggregate  amount  the  above 
mx  products  contributed  111,238,536,000.  The  records 
of  the  yields  and  prices  of  these  six  crops  from  18S2  ffve 
the  statistical  material  of  which  use  is  made  in  the  sub- 
sequ^it  investigation. 

As  the  American  production  in  case  of  all  six  of  these 
commodities  is  only  a  part  of  the  world  supply,  our  first 
inquiry  will  be  whether,  notwithstandii^  this  fact,  the 
domestic  prices  are  immediately  related  to  the  domestic 
yield.  Furthermore,  as  we  wish  to  eliminate  the  vary- 
ing factor  of  changing  acreage,  our  inquiry  will  take  the 
f<nm  of  ascertfuning  whether  the  domestic  prices  ai 
these  several  crops  are  immediately  related  to  tbe  re- 
spective yields  per  acre. 

In  order  to  secure  a  certain  degree  of  comparability 
in  the  graphs,  the  raw  figures  *  of  yield  and  the  corre- 
^Kinding  December  farm  price  were,  for  each  crop,  con- 
verted into  index  numbers  in  which  the  average  yield 
and  the  average  price  for  the  years  1890-99  were  taken 
as  the  reflective  bases.  The  graphs  of  these  index 
numbers  of  yield  and  prices  are  ^ven  in  Figures  1,  2,  3. 
In  each  of  the  ax  graphs  of  yield  and  the  six  graphs  of 
prices  the  statistics  show  a  secular  trend  which  must  be 
ascertained  as  a  preliminary  to  the  work  of  finding  the 
relation  between  the  variations  in  yield  and  tiie  varia- 
tions in  prices.  In  each  of  the  twelve  curves  the  seciilar 
trend  was  obtained  by  fitting  a  curve  of  the  type  y  ~  a 
+  bx  +  ex*  +  da^  to  the  data,  and  the  resulting  equar 
tions  were  found  to  be  those  that  are  given  in  the  des- 
criptions of  Figiu«s  1,  2,  and  3.  The  ori^ns  of  the 
equations  are  different  in  the  two  graphs,  because  the 

>  TauboA  tJ  Uh  DwutuMst  of  Acrioultun,  1619,  p.  IT. 
•  TIb  ikw  Stoxi  of  yield  p«r  ten  aod  Daoambar  ttxm  pifocs  wen  Ukan  ban  tba 
Tniboeka  «t  tk*  D 
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GropBaretakenfroml880tol918,andtbeprices,  omug 
to  the  abnoimal  fluctuations  during  the  war,  only  from 
1880  to  1914. 


SnuUi  tmida  in  tha  Indax  Bni&ben  o(  th*  jUA  >iid  piige  ol  oDm  ud  wt»<. 
Con:    Ykld.  y  -  10S.fi  +    .SSSi  -  .DOtSi*  -  .0I»,383>>.  ori^  at  ISfiBj 

Piioe,  V  -  103.4  +  l.eeOic  +  J3TIW  -  .0ai,38Bi>,  vidii  kt  1807. 
WbmX:    YMd,  »- 103.1  +    .MSi  -  .OOOlo*  -  .OOI.iaiz>,<iiialBat  I8Mi 

FtiM.  V  -    M.I  +  1.0e7s  +  .ITWtii  -  SMJIlim  oddn  at  1897. 


^dbyGoogle 


QBNBRATINQ  CYCLES  OF  PRODUCTS  AND  PRICES    221 


ua,     taaotncVKuarOMi 


twi  cr  T«  nHavHH 


Iv  fanh  In  tba  ludn  immbBi  of  tba  rldd  and  pries  tt  nt*  ud  bay. 
:  TMd.  »  -  lOe.?  +    .80b  +  .00589^  ~  JOOaSOSi^.  vlifn  >t  IBM; 

Ptio*.  •  -  lOO.A  +  I.TOOt  +  .lOOar*  -  .OOS.>n>i,  orialii  at  1807. 
:    TUd,  V  -  IM.B  +  l.lMi  ~  .0(M9x>  -  .OOl^lSi*,  ai(iii  kt  ISMr 

Pilo*,  «  -  lOS.l  +  \.tMi  +  .lSS2i>  - 
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m        ,  koGtcrniPHCtorRiwaB 


■uL    MtKWMWtotCeiiBH 


MowiMhaorConcH  M 


SwnUr  fatnta  In  tba  Indu  mmiban  ol  tha  jMd  ud  prii*  n<  potalOM  aod 

eottoD. 
PoUtoM:  YUd,  «  -  tOBJ  +  l-0B2a  +  .OlTftrf  -  .O0t,t86^,  aialii  at  ISM; 
ni«,  *  -  101.8  +  l.Olb  +  .OBll^  -  JXie,101^,  criafB  at  1807. 
Cotton:  TMd,  t  -  101 J  +    .USm  -  .OSaU^  -  JIOl.BDl^,  oriciii  M  ISM; 

PiiM,  *  -  iiix)  +  a.«88>  +  .leerx  -  .ooe.s8ec>,  oiWn  at  isbt. 
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The  neort  step  in  the  inquiry  is  to  determine  whether 
the  percentage  variations  of  the  yields  of  the  several 
crops  from  their  respective  secular  trends  are  related  to 
the  corresponding  percentage  variations  of  prices  from 
the  respective  secular  trends  of  prices.  The  method  td 
investigaticm  will  be  made  clearer  by  an  illustration. 
The  equation  descriptive  of  the  secular  trend  in  the 
yield  ol  com  was  found  to  be  v  ™  103-8  +  -SSSa:  — 
.00322*  -  .002,233x*  with  origin  at  1899.  The  graph  of 
this  equation  is  the  smooth  curve  in  the  upper  part  of 
figure  1.  The  equation  descriptive  of  the  secular  trend 
of  the  December  farm  price  of  com  was  foimd  to  be 
y  -  102.4  +  1.690SE  +  .2275ar*  -  .001,28&c»,  with  origin 
at  1897,  the  graph  of  which  is  also  pven  in  Figure  1. 
The  percentage  deviations  from  the  secular  trend  oi 
the  actual  yield  per  acre  for  the  separate  years  from 
1880  to  1914  were  computed,  and  tlwse  percentage  de- 
viations were  then  correlated  with  the  corresponding 
percentage  deviations  of  the  actu^  prices  from  the  price 
secular  trend.  Table  I  in  the  Appendix,  which  refers  to 
oora,  ffvw  an  illustration  of  the  computations,  Similar 
calculations  were  made  for  the  remaining  five  crops,  and 
the  co^dentB  of  correlation  between  the  correspond- 
ing percentage  deviations,  for  the  years  1880-1914, 
were  computed.  The  resultii^  coefficients  were  these: 

Ckm r  -  -  .78 

Wheat   r  -  -  .as 

Cotton r  -  -  .« 

Hqr   r  -  -  .68 

Data r  -  -  .87 

PotatoBB r  -  - .« 

Notwithstanding  the  fact  that  the  American  produc- 
tion of  these  crops  is  only  a  part  of  the  world  supply, 
titere  is  an  inverse  relation  between  the  percentage  de- 
viations of  the  yield  per  acre  of  our  crops  and  the  per^ 
centage  deviations  of  the  ccnresponding  prices. 


^dbyGoogle 


QVABTEBLY  JOURNAL  OF  JBCOIfOMlCS 


GENBRATINa   CtCLEB  OF  FbODUCTS 

We  have  just  established  that  there  ia  an  inverse  r&. 
l&tion  between  the  yield  per  acre  of  each  of  the  tax 
representative  crops  and  their  respective  prices.  If  now 
we  can  show  that  the  combined  yield  of  the  crops  is 
periodic,  there  will  be  excellent  reason  for  believing  that 
their  combined  prices  will  be  periodic  and  that  the  prices 
of  commodities  produced  from  farm  materials  will  tend 
to  show  the  same  well-defined  rhythm.  Our  immediate 
problem,  therefore,  is  to  discover  whether  there  is  a 
periodic  cycle  in  the  combined  yield  of  tiie  six  represeit- 
tative  crops. 

To  go  fOTward  with  the  work  we  needed  to  compute 
an  index  number  of  the  combined  yield  oS  the  repreaeor 
tative  crops.  In  treatii^  the  preceding  question  as  to 
the  correlation  of  the  yield  of  the  several  crops  with 
their  respective  prices,  we  computed,  in  each  case,  the 
percentage  deviations  of  the  yield  per  acre  from  tite 
secular  trend.  For  our  present  purpose  of  finding 
wiiether  the  combined  yield  of  the  six  crops  tends  to  run 
in  cycles,  the  percentage  deviations  c^  the  yield  of  the 
sever^  crops  tor  each  year  oi  the  record,  from  1882  to 
1918,  were  added.  The  resulting  figures,  which  are  ffvea 
in  Table  II  of  the  Appendix,  constitute  our  index 
numbers  of  the  yield  per  acre  of  the  six  crops 

In  the  attempt  to  learn  whether,  during  the  interval 
under  investigation,  the  yield  of  the  crops  was  cyclical 
and  periodic,  the  periodogram  of  the  yield  was  com- 
puted and  the  graph  was  drawn.  The  results  of  the 
computation  are  given  in  Table  III  of  the  Appendix, 
and  the  graph  appears  at  the  top  of  Figure  4.  The 
periodograph  shows  that  if  there  is  a  periodicity  b&- 
tween  three  and  twelve  years  in  the  data,  its  most  prob- 
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able  l^igth  is  in  Uie  ne^boiiiood  of  mght  years.  When 
the  probable  period  of  eight  years  is  computed,  its 
miLTiTtin  are  found  to  occur,  approximately,  at  1882, 
1890,  1898,  1906,  1914.  The  graph  of  the  eight-year 
i^cle  is  ^ven  in  the  lower  part  of  Figure  5,  This  out- 
come of  the  calculations  is  gratifying  because  <^  its  con- 
scHUUkce  with  results  that  have  abeady  been  obtained. 


PariodlvMA*  of  Dop^  enal  wd  toon,  ■"d  raw  matotali  (rf 
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Other  investigations  >  have  shown  that  there  are  eight- 
year  cycles  with  mftTimft  approximately  at  1882,  1890, 
1898,  1906,  1914  in  the  annual  ramfall  of  the  Ohio 
Valley,  the  May  and  June  rainfall  of  the  Dakotas,  and 
in  the  yield  of  wheat,  oats,  and  barley  in  the  Dakotas, 
the  United  States,  the  United  Kngdom,  and  France. 

The  Debivbd  Cycle  of  Pkiceb 

We  have  just  described  the  construction  of  an  ind^ 
number  of  the  combined  yield  of  the  six  crops  by  sum- 
ming tiie  percentage  deviations  of  the  yields  from  their 
re^)ective  eecular  trends.  To  cany  the  inquiry  beyond 
the  stage  that  was  reached  in  the  last  section  an  index 
number  of  the  combined  prices  c^  the  six  crops  was  ocm- 
atnicted  by  summing,  for  each  year,  the  percentage  de- 
viations of  the  prices  of  the  several  cropg  from  the 
respective  secular  trends  d  prices.  The  data  are  ^ven 
in  Table  IV  of  the  Appendix.  These  two  index  numbers 
—  the  index  of  the  combined  yield  and  the  index  of  the 
combined  prices  —  supplied  the  material  for  tiie  next 
bU^  in  the  problem,  namely,  to  ascertain  the  degree  of 
relation  between  the  variations  in  the  index  of  the  com- 
bined yield  and  the  index  of  the  combined  prices. 

The  coefficient  of  correlation  between  these  two 
variables  is  r  »  —  .69,  and  the  equation  expressing  thdr 
relation  is  v  ■■  —  1.295a;  —  .02,  where  x  »  the  index  of 
the  yield  and  y  «■  the  index  of  prices.  This  close  rela- 
tion indicates  that  the  eightr-year  cycle  in  the  yield  per 
acre  of  the  crops  tends  to  generate  an  eight-year  cycle 
in  the  prices  of  the  products.  Figure  5  shows,  in  ita 
upper  half,  the  course  ai  the  index  number  of  actual 
inices  and  the  course  of  the  theoretical  index  when  y  •> 

■  "  Foneutioa  tha  Cma  of  tb«  DskotM,"  PoUttoBl  BdaocB  Qowtnlr.  Jma.  1S10, 
pp.338,33t.  "CtopCralniaUialTDiMKlnadiHavidiiiUiaUiiiMdSUMK"  Joonal 
of  Uu  HoTkl  SUtktial  SoraMy.  May,  igi».  "  Cnp  Crchi  in  ths  United  K 
In  Pnnae,"  itud.,  Mky,  1990. 
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—  I.295X  —  .02  is  itaed  as  a  fOTecasting  fonnula.  The 
lower  half  of  Figure  5  ehows  the  generating  oght-year 
cycle  in  the  yield  per  acre  of  the  crops  and  the  derived 
dg^t-year  cycle  in  the  prices  of  the  crops.  The  equation 
of  the  generating  cycle  of  products  was  obtained  in  the 
preceding  section.  The  derived  cycle  of  prices  was 
e<Hnputed  from  the  generating  cycle  oi  products  by 


:   0««ntiM  eycha  of  tha  rUd  par  Mn  of  Uw  (Bnp^ 
V  -  L8  +  ao.0  rin  {4W  +  lOB"),  oiWii  M  1883; 
IMrind  a7«la  el  prigs  of  tlw  oniia  onpntKl  &on  tl 
ntb«  vd«  c<  TMd  by  iMUi  c<  Uw  tarmak. 
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means  of  the  formula  connecting  the  variations  of  tiu 
combined  yield  with  the  variations  of  the  combined 
prices,   iy  =-  1.295x  -  .02.) 


Ctclbb  in  thb  PBODtrcTB  OP  Moras 

We  have  noted  tiiat  according  to  the  census  of  1900, 
t^e  values  of  raw  materials  used  in  manufactures  were 
as  follows:  from  farms,  SI, 941 ,000,000;  from  forests, 
$119,000,000;  from  mines  $320,000,000;  from  the  sea 
$10,000,000.  Of  the  aggr^ate  v^ue  of  these  materials, 
81.2  per  cent  was  supplied  by  the  farms;  5.0  per  cent  by 
tiie  forrats;  13.4  per  cent  by  the  mines;  and  0.4  per  cent 
by  the  sea.  We  have  already  shown  that  the  yield  of  the 
leading  farm  crops  moves  in  well-defined  cycles  whici 
generate  corresponding  cycles  of  agricultural  prices. 
The  leading  crops  upon  which  the  computation  was 
baaed  supplied  70  per  cent  of  the  total  value  of  Ameri- 
can crops  in  1919  and  are  therefore  sufficiently  repre- 
sentative of  the  yield  and  prices  of  farm  products.  Next 
to  the  farms,  accordii^  to  the  above  figures,  the  mines 
furnish  the  most  important  source  of  materials  for 
manufactures.  The  farms  and  the  mines  ti^ther  sup- 
plied, in  1900,  94.6  per  cent  of  the  value  of  the  raw 
materials  tised  in  American  factories.  Does  the  pro- 
duction of  minerals  move  in  cycles  ? 

The  most  important  minerals  for  the  use  of  manuf  ao- 
tiues  and  transportation  are  coal  and  iron,  and  in  our 
further  inquiry  these  two  minerals  will  be  r^arded  as 
being  representative  of  the  products  of  the  mines  just 
as  the  six  crops  —  com,  wheat,  oats,  hay,  cotton,  and 
potatoes  —  were  treated  as  being  representative  of  the 
products  of  the  farm. 

In  preparing  the  atatistics  of  the  production  of  coal 
and  pig  iron  with  a  view  to  aBcertfuning  whether  there  is 


^dbyGoogle 


OBNBRATINQ  CYCLES  OF  PB0DVCT3  AND  PRICES    229 

any  periodicity  in  thdr  [>roduotion,  the  procedure  was 
fliinilur  to  that  which  was  followed  in  the  case  oS  tite 
yield  of  the  crops.  The  raw  figures  >  of  production  were 
first  reduced  to  iodex.  niunbers  in  which  the  mean  pro- 
duction for  1890-99  was  placed  as  equal  to  100.  The 
graphs  of  the  index  niunbers  of  production  are  giv^i  in 
Figure  6.  Because  of  the  enormous  and  insular  in- 
crease in  the  production  of  both  coal  and  iron  in  the  in- 
terval under  investigation,  1881-1913,  the  description  of 
the  secular  trends  by  means  of  rangle  equations  requires 
the  use  of  a  slightly  more  complex  curve  than  the  one 
employed  in  the  treatment  of  the  yield  and  prices  of 
farm  products.  In  the  latter  case  a  parabola  of  the  type 
y='a+bx+C3^+  dz*  was  found  to  give  a  satisfac- 
tory fit.  But  in  the  description  of  the  secular  trends  in 
the  production  of  coal  and  iron  an  additional  term  was 
added  to  the  above  equation,  and  a  parabola  of  the 
fourth  order  v='0  +  &a:+cx*+di*-|-et*  was  fitted 
to  the  data.  The  graphs  in  Figure  6  show  the  secular 
trend  of  both  coal  and  iron,  and  the  corresponding  equar 
tions  are  {pven  in  the  legend  descriptive  of  Figure  6. 

After  the  secular  trend  of  coal  and  the  secular  trend  of 
iron  were  ascertained,  the  percentage  deviations  of  the 
production  of  each  commodity  in  the  years  from  1882- 
1913  were  computed.  These  percentage  deviations  were 
thra,  combined  into  an  index  nimiber  of  the  deviations 
in  the  production  of  coal  and  iron  by  summing  the  per- 
oent^e  deviations  for  each  year.  The  data  are  given  in 
Table  V  of  the  Appendix.  Because  of  the  abnormal 
demand  for  coal  and  iron  during  the  war  the  figures 
were  not  «ctended  beyond  1913. 

If  now  the  index  mmibers  of  the  deviations  in  the 
production  of  coal  and  iron  from  1882  to  1013  are  scm- 
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timzed  mth  a  view  to  discovering  periodidtieB,  we  find 
that  the  periodograph  takes  the  shi^w  that  is  pictured 
in  the  second  curve  in  Figure  4.  Hie  data  are  given  in 
T^le  III  of  the  Appendix. 


It  el  lbs  ^vdaatioB  cl  taal  and  lis  bin  la 
tha  Diitad  SUtM. 

Co)d:  y  -  lU.l  +  T.TTTs  +  .4181^  -  M0J6i^  -  MOJSUU;   oriiiD 
>tiaD7; 
PiglMo;  V -11S.4 +0.1M>+^llOi^-.OOI.6eia>- J»0.nSA><,     orialn 
UIMT. 
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It  is  obvious  from  the  periodt^raph  that  if  there  are 
real  cycles  in  the  production  of  coal  and  iron,  the  most 
probable  are  in  the  neighborhood  of  eight  and  eleven  or 
twelve  years  in  length,  but  in  the  present  paper  we  shall 
confine  tiie  discussion  to  the  eight-year  cycle.  When 
the  equation  to  the  eight-year  cycle  is  computed,  the 
maxima  are  found  to  occiu*  approximately  at  1882, 
1890,  1808,  1906,  1914.  And  if  the  eightr-year  cycle  in 
the  productioD  of  coal  and  iron  is  graphed  and  com- 
pared with  the  graph  of  the  eight-year  cycle  in  the  yidd 
of  the  crops,  the  coal  and  iron  curve  is  found  to  lag 
about  three-tenths  of  a  year  behind  the  curve  for  the 
crop  yield.  The  graphs  are  (pven  at  tiie  top  of  Figure  7. 


Ctclbb  in  thk  Production  of  the  Raw 

Matbbiau  of  Manufacture 

The  producticm  of  the  farms  and  the  nunes  taken 
separate^  tends  to  run  in  eight-year  cycles,  the  cycles  of 
tiie  raw  materials  from  the  mines  inclining  to  lag  a  few 
months  behind  the  cycles  in  the  yield  d  the  crops.  The 
farms  and  the  mines  t<^ether  supplied,  in  1900,  95  per 
cent  of  the  raw  materials  of  American  factories,  and, 
ctmsequentiy,  tiieir  joint  production  affords  both  an 
adequate  measure  of  the  changes  in  the  volimie  ci  raw 
materials  and  a  valimble  index  of  the  changes  in  the 
physical  volume  of  trade.  Is  there  any  r^ularity  in  the 
joint  production  of  the  farms  and  the  mines  ? 

In  the  same  manner  in  which  we  constructed  an  index 
number  of  the  yield  of  the  crops  and  an  index  number 
of  the  production  of  coal  and  iron,  we  made  an  index 
ntmiber  <A  the  raw  materials  of  manufacture.  The  per- 
cent!^ deviations  ai  tJie  yield  of  the  crops  and  the  per- 
centage deviations  of  the  production  of  coal  and  iron 
were  summed,  and  the  aggregate  percentage  deviations 
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Crda  in  tin  TMd  ^ 
dueUoB  ct  tte  n 

Cnqs:  «  >-  30.0  ^  Wt  +  lOir-),  orisin  >t  IBSS; 
Cadaadlnmi  y  -  llJ>iiii  (4E°I  +  03*),  oilclii4t  ISSl; 
Bkw  UMeiiali:  v  -  30.3  da  (4jn  +  103°),  nlcin  at  ISSS. 

■were  p^arded  as  the  index  nximbere  of  the  production  of 
raw  matmals.  The  data  are  given  in  Tables  II  and  V  (rf 
the  Appendix. 

When  the  index  numbers  of  raw  materials  from  1882 
to  1913  were  scrutinized  for  the  purpose  of  discovering 
periodicities,  it  was  found  that  the  periodograph  took 
the  shape  of  the  bottom  curve  in  Figure  4,  showing  that 
if  there  is  a  cycle  in  tiie  production  of  raw  materials  cA 
manufacture  in  tiie  United  States,  its  prc^ble  length  is 
about  «ght  years.  The  computatiooB  referrii^  to  the 
pffliod(^pnph  are  given  in  Table  III  of  the  Appendix,  li 
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the  eight-year  cycle  in  the  production  of  the  raw  mate- 
rials of  manufacture  is  computed,  its  maxima  will  occur, 
approximately,  at  1882,  1890,  1898, 1906, 1914,  and  the 
graph  of  the  cycle  will  run  in  the  manner  described  in 
the  bottom  curve  of  Figure  7. 

There  are  two  observations  witii  regard  to  the  tiieoiy 
of  economic  cycles  that  need  to  be  emphasized  by  fre- 
quent repetition.  The  first  was  made  by  Professor 
Aftalion,  the  second  by  Rodbertiis. 

After  estimating  the  average  length  of  cycles  since 
1857  at  approximately  eight  years,  Professor  Aftalion 
stated  that  the  essential  problem  in  the  theory  of  eco- 
nomic cycles  is  to  discover  the  cause  of  the  rhythm. 
"L'observation  du  lythme  de  la  production  g^nSrale 
fut  .  .  .seulement  comprendro  la  survenance  d'une 
hausae,  puis  d'une  baisse  g^n^rale  des  prix,  I'existence 
d'un  rythme.  Elle  ne  nous  donne  pas  I'explication  de  la 
diorie  de  oette  hausse  ni  de  cette  baisse,  de  la  dur^  dea 
[diaaefl  du  rythme."  > 

In  one  of  the  briefer  essays  of  Rodbertus,  "Physio- 
kratie  und  Anthropokratie,"  *  the  initiator  of  the  socialifit 
theory  of  business  cycles  stresses  the  importance  of  dis- 
covering the  natural  cause  of  the  economic  rhythm  in 
order  that  society  may  set  about  adjusting  itself  in  the 
li^t  of  the  acquired  knowledge.  He  draws  the  dis- 
tinction between  the  rule  of  nature  —  Physiokratie  — 
and  the  rule  of  man  —  Anthropokratie.  Quesnay  and 
Adam  &nith  and  their  followers,  accordii^  to  Rodber- 
tus,  r^arded  the  problems  of  social  science  primarily 
from  the  point  of  view  of  physical  science  and  were  led 
to  the  maxim  "laieaez  aUer  et  laissez  passer;  le  monde  va 
de  lui-m^me."    By  contrast  Rodbertus  would  empha- 

1  Albot  AftaBm.  Lm  CilMi  ptricdi^H*  da  •oiprodiKtlon,  ToL  U,  pp.  tl,  43. 
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dxe  the  great  poedbilitiefl  of  social  progress  throu^  the 
intervention  of  the  state  and  the  utilization  of  natural 
laws  for  social  purposes.  Vntii  regard  to  the  specific 
problem  of  economic  cycles,  the  natural  law  and  causa 
of  the  liiythm  must  be  discovered  and  then  utilized  hy 
society  for  its  own  ends.  "Sich  im  Staatdeben  Natur- 
geeetzen  zu  unterwraf en,  h«sst,  ach  des '  G5ttlich«i '  im 
Moischen  begeben,  heisst,  von  socialen  OrganismMi, 
muthwillig  in  Krankheit  und  Tod  gehen. 

Nach  ewigen,  di'moi 
GroBBen  Qeeetiot 
MQBBen  wir  AOe 

Uns'reB  Daseins 
Enise  Tollenden. 
Nur  allein  der  Mrasdt 
Vermftg  das  Unmfi^lichej 


Wfiblet  und  richtot; 


Alles  Imnde,  Sdiweifende 
Kotilich  Terfoindto." 

Qoe/OitiDatGitaiclie. 


Ebmbt  Ludwell  Moobb. 

Counou  Vxivmaam. 
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APPENDIX 


Tablb  I.  —  CoxBELATioN  or  1BE  FtacMmAOB  DunAnoNS  or 

THK  PBICK  or  COBN  WITH  THX  PlBCBHTAGZ  DBVUTIOm 

or  THB  Yield  pkb  Acbz  or  Cobn 


Tax 

tniid 

iDdra 

priMOt 

KS 

18S0 

114 

102 

+11.8 

116 

146 

-21.2 

1881 

77 

101 

-23.8 

184 

139 

+32.4 

1882 

102 

100 

+  2.0 

141 

133 

+  6.0 

1883 

94 

99 

-  5.1 

123 

127 

-  8.1 

188« 

107 

98 

+  9.2 

103 

122 

-16.6 

188S 

110 

96 

+12.2 

96 

117 

-18.8 

1886 

91 

97 

-  6.2 

106 

113 

-  6.2 

1887 

83 

97 

-14.4 

129 

110 

+17.3 

1888 

109 

97 

+12.4 

99 

107 

-  7.6 

1880 

112 

97 

+16.6 

82 

104 

-21.2 

1890 

86 

OS 

-12.2 

147 

102 

+44.1 

18S1 

112 

98 

+14.3 

118 

101 

+16.8 

1892 

96 

99 

-  3.0 

114 

100 

+14.0 

1893 

98 

99 

-  6.1 

106 

99 

+  7.1 

18H 

80 

100 

-20.0 

1S2 

99 

+sas 

18BS 

109 

101 

+  7.9 

78 

100 

-27.0 

1896 

117 

101 

+16.8 

62 

101 

-38.6 

18ST 

99 

102 

-  2.9 

76 

102 

-2B.6 

1898 

103 

103 

0.0 

83 

104 

-20.2 

1899 

105 

104 

+  1.0 

88 

107 

-17.8 

1900 

105 

106 

0.0 

108 

109 

-  6.6 

1901 

68 

106 

-34.9 

176 

113 

+64.9 

1902 

111 

106 

+  4.7 

117 

116 

+  0.9 

1903 

106 

107 

-  0.9 

128 

120 

+  2.6 

1904 

111 

108 

+  2.8 

128 

125 

+  2.4 

190S 

120 

108 

+11.1 

119 

130 

-  8.5 

1906 

126 

109 

+16.6 

116 

136 

-14.1 

1907 

108 

109 

-0.9 

160 

141 

+  6.4 

1908 

109 

110 

-  0.9 

176 

147 

+19.7 

1909 

106 

110 

-  3.6 

168 

163 

+  9.8 

1910 

115 

110 

+  4.6 

139 

leo 

-13.1 

1911 

99 

110 

-10.0 

179 

167 

+  7.2 

1912 

121 

109 

+11.0 

141 

176 

-19.4 

1913 

96 

100 

-11.9 

200 

182 

+  9.1 

1914 

107 

108 

-  0.9 

187 

191 

-  2.1 
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Y«B 

inda  munbm  of  Tield  ner  »» 

CombbMd 

Con 

Wb^ 

0>ta 

FotetOM 

Hw 

ColtOD 

Dtunbcr 

1SS2 

+  2.4 

+12.9 

+   1.1 

+   1.0 

+  2.9 

+  a? 

+29.0 

1883 

-  4.7 

-  3.7 

+  7.7 

+19.2 

+X4.6 

-  3.3 

+29.8 

1884 

+  9.2 

+  7.8 

+  6.0 

+15.5 

+  8.8 

-  9.8 

+36.6 

1885 

+12.6 

-14.1 

+  6.7 

+  6.2 

-  3.8 

-8.3 

+  2.2 

1886 

-  6.3 

+  2.0 

+  1.1 

+  1.1 

-  2.0 

-  1.1 

-  5.2 

1887 

-14.1 

-  0.9 

-  2.9 

-22.1 

-  7.0 

+  6.4 

-4a6 

1888 

+12.1 

-  9.6 

-  0.8 

+10.8 

+  1.4 

+  4.3 

+18.0 

1880 

+1S.0 

+  4.4 

+  4.8 

+  as 

+  4.7 

-  a6 

+2a2 

1880 

-12.1 

-las 

-26.0 

-23.2 

-  2.1 

+  6.8 

-86.9 

1891 

+14.2 

+22.0 

+  9.4 

+27.1 

-  2.9 

+  1.0 

+70J 

1802 

-  2.7 

+  6.9 

-  ai 

-17.5 

-  4.9 

+17.7 

-  9.8 

180S 

-  6.8 

-ia6 

-12.8 

-  6.1 

+  8.0 

-18.6 

-46.3 

ISM 

-19.4 

+  2.6 

-  8.6 

-18.2 

-10.1 

+  8.2 

-45.6 

1895 

+  8.1 

+  6.6 

+  9.8 

+29.7 

-17.4 

-15.2 

+20.5 

1890 

+15.4 

-  6.4 

-  6.2 

+16.6 

+  6.5 

+  1.0 

+28.8 

1897 

-  8.3 

+  1.3 

-0.4 

-19.2 

+  ao 

-  LO 

-18.7 

1898 

-  0.2 

+14.6 

+  8.8 

-  7.5 

+1^8 

+17.8 

+44.7 

1899 

+  1.1 

-  8.7 

+  9.1 

+12.0 

+  2.0 

-  2.0 

+13.5 

1900 

+  0.3 

-  9.6 

+  6.1 

-  4.6 

-  6.7 

+  2.9 

-ia6 

1901 

-84.4 

+  9.2 

-  8.3 

-24.1 

-  6.7 

-  9.8 

-741 

X902 

+  4.6 

+  4.7 

+21.6 

+  9.6 

+  8.2 

-  1.1 

+47.6 

1903 

-  1.2 

-  7.7 

-  0.8 

-  5.2 

+10.0 

-  &7 

-13.6 

1904 

+  3.3 

-11.2 

+11.0 

+22.0 

+  7.5 

+  7.8 

+40.4 

190S 

+10.3 

+  2.0 

+18.6 

-  5.8 

+  &0 

-  1.9 

+29.1 

1906 

+15.4 

+  8.3 

+  8.8 

+  9.0 

-  6.1 

+  6.8 

+39.2 

1907 

-  1.6 

-  2.8 

-20.5 

+  0.8 

+  0.1 

-  4.9 

-28.9 

1908 

-  0.8 

-  3.5 

-17.0 

-  9.7 

+  4-1 

+  2.9 

-24.0 

1909 

-  8.6 

+  8.3 

-  0.6 

+ia4 

-  3.4 

-17.8 

-  6.7 

1910 

+  4.6 

-  6.1 

+  2.6 

-  3.2 

-  8.0 

-  8.9 

-18J) 

1911 

-  9.6 

-15.1 

-21.8 

-17.3 

-23.2 

+12.0 

-74,9 

1912 

+10.9 

+  7.6 

+18.5 

+16.6 

-  1.6 

+  5.1 

+57.1 

1913 

-11.9 

+  2.6 

-  8.5 

-  7.1 

-124 

+  2.1 

-35.2 

1914 

-  1.0 

+11.7 

-  8.1 

+13.4 

-  4.7 

+18.9 

+30.2 

1916 

+  &9 

+14.3 

+16.4 

-  0.8 

+11.9 

-  2.1 

+47.6 

1916 

-  4.8 

-18.6 

-  9.2 

-180 

+  9.2 

-  8.6 

-46.0 

1917 

+  4.0 

-  5.2 

+  8.9 

+  5.6 

+  0.7 

-  3.4 

+10.6 

1918 

-  3.7 

+  4.4 

+  1.6 

+  2.6 

-  9.2 

-  2.3 

-  87 
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Tabu  in.  —  PHUODoa&Ana  or  toe  Imdbx  Nuvbkbs  of  tsb  Ynut 
PBB  AcBB  OF  THS  Csope,  THM  FBODacnoH  of  Coai.  and  Ibon, 
AHD  TSB  pRODTicnoK  OF  TBS  RAW  Matebiau  of  Mantfactuxb 


^7Sf 

8qD»ooith..n>pBt»<l. 

^> 

Ctotm 

CtwludiTOB 

B^wmtttil^ 

3 

148.66 

14.12 

182.17 

4 

41.16 

42.37 

110.64 

5 

67.18 

24.41 

5.92 

6 

65.20 

13.13 

1I.4S 

7 

319.21 

21.03 

725.32 

8 

401.24 

120.41 

919.26 

9 

123.92 

70.41 

170.32 

10 

155.16 

87.49 

16.42 

11 

129.96 

176.26 

211.03 

12 

54.31 

237.70 

368.68 
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CombiBri 

T«M 

indBi 

muobCT 

Con 

WhMt 

Oftta 

PoUtOM 

Hv 

Cottoa 

18S2 

+  8.0 

-  4.9 

+  8.1 

-  2.6 

-  4.8 

-  5.7 

-     8.6 

1883 

-  3.1 

+  3.0 

-  4.8 

-22.8 

-15.7 

0.0 

-  43.4 

1884 

-1JS.6 

-22.7 

-16.0 

-26.5 

-12.3 

+  6.4 

-  86.7 

188S 

-18.8 

-  3.3 

-  9.6 

-12.3 

-  2.6 

+  2.6 

-  44.1 

1886 

-  6.2 

-10-3 

-  1.8 

-  6.8 

-  1.8 

+  2.6 

-  28.8 

1887 

+17.8 

-  7.1 

+  2.8 

+40.6 

+20.2 

+11.8 

+  86.6 

1888 

-  7.8 

+31.6 

-  2.9 

-15.2 

+  8.5 

+14.9 

+  29.8 

1889 

-21.2 

+  1.9 

-18.8 

-24.5 

-11.5 

+17.1 

-  67.0 

1890 

+44.1 

+26.6 

+64.6 

+62.9 

+  1.0 

+20.1 

+208.1 

1891 

+16.8 

+26.7 

+16.3 

-23.7 

+  6.0 

+  1.0 

+  CI 

1892 

+14.0 

-  4.0 

+16.6 

+41.2 

+  8.0 

+16.5 

+  92.2 

1898 

+  7.1 

-16.3 

+  0.8 

+26.8 

+14.0 

-  2.9 

+  38.0 

1894 

+33.3 

-23.6 

+20.6 

+13.3 

+12.0 

-36.2 

+  19.6 

1895 

-27.0 

-20.4 

+26.6 

-44.4 

+  9.0 

+  3.8 

-106.6 

1S90 

-38.6 

+13.3 

-32.8 

-41.0 

-16.7 

-11.0 

-125.8 

1897 

-26.6 

+25.3 

-24.7 

+11.8 

-16.5 

-12.6 

-  4ia 

1898 

-20.2 

-11.0 

-  9.8 

-1&6 

-24.8 

-27.2 

-109.5 

1899 

-17.8 

-12.7 

-14.3 

-22.9 

-11.2 

-13.7 

-  92.6 

1900 

-  5.6 

-  8.7 

-13.1 

-16.9 

+  6.4 

+10.8 

-  26,0 

1901 

+64.9 

-10.4 

+30.9 

+46.9 

+16.9 

-18.8 

+11&7 

1902 

+  0.9 

-lU 

-  2.7 

-11.7 

+  2.6 

-13.4 

-  86.4 

1903 

+  2.8 

-  4.5 

+  6.0 

+13.8 

0.0 

+16.0 

+  83.8 

1904 

+  2.4 

+24.8 

-  5.0 

-18.3 

-  7.8 

-  3.7 

-    7.1 

190S 

-  8.5 

-  1.7 

-18.9 

+  9.4 

-11.8 

+13.8 

-  12.7 

1900 

-14.1 

-14.8 

-  9.5 

-10.9 

+  8.8 

-  2.1 

-  47.1 

1907 

+  6.4 

+  9.8 

+28.3 

+  8.8 

+ia8 

+  4.1 

+  ftl7 

1908 

+19.7 

+18.6 

+27.8 

+20.6 

-15.1 

-14.9 

+  51.8 

1909 

+  9.8 

+1&0 

+  8.6 

-  9.7 

-  4.2 

+88.1 

+  63.8 

1910 

-13.1 

+  8.8 

-11.4 

-  7.2 

+  7.4 

+38.8 

+  12.8 

1911 

+  7.2 

0.0 

+13.8 

+82.8 

+22.9 

-17.4 

+  58.8 

1912 

-19.4 

-14.7 

-21.2 

-16.7 

-  1.8 

+  9.6 

-  63.7 

1918 

+  9.9 

-12.2 

-  6.0 

+13.8 

+  0.6 

+12.0 

+  17.8 

1914 

-  2.1 

+  7.1 

+  8.9 

-19.8 

-12.0 

-37.3 

-  80.2 
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TMt 

CombinHl 

coa 

Ina 

Index  aombtn 

1882 

+  1.9 

+  6.6 

+  8.4 

1888 

+  R3 

-  2.0 

+  3.3 

18S4 

+  18 

-18.6 

-16.2 

1886 

-108 

-26.9 

-36.7 

1S86 

-18.2 

0.0 

-13.2 

1887 

-  2.9 

+  7.8 

+  4.9 

1888 

+  fl.8 

+  8.0 

+  9.8 

1889 

-  1.8 

+16.7 

+14.4 

1890 

+  6.1 

+32.4 

+87.6 

1891 

+  8.6 

+11.4 

+20.0 

1SB2 

+10.6 

+16.7 

+27.8 

isas 

+  6.7 

-146 

-  7.9 

1894 

-T  B.3 

-26.0 

-81.8 

189S 

+  1.0 

-  1.9 

-  0.9 

1896 

-  66 

-17.1 

-23.6 

1897 

-  8.8 

-13.4 

-22.2 

1898 

-  6.7 

-  2.8 

-  8.0 

1899 

+  0.8 

+  4.8 

+  6.1 

1900 

0.0 

-  2.7 

-  2.7 

1901 

+  0.7 

+  4.9 

+  6.6 

1902 

-  3.7 

+  9.1 

+  6.4 

1903 

+  6.9 

+  2.7 

+  9.6 

1904 

-  2.1 

-12.4 

-14.6 

1906 

+  3.0 

+14.4 

+17.4 

1906 

+  1.9 

+18.3 

+20.2 

1907 

+11.6 

+13.6 

+26.3 

1908 

-  8.4 

"316 

-42.0 

ISOO 

-  3.6 

+  2.2 

-  1.4 

1910 

+  0.8 

+  as 

+  4.8 

1911 

-  4.4 

-13.9 

-18.3 

1912 

-  0.4 

+  4.3 

+  3.9 

1913 

+  3.1 

+  6.4 

+  8.6 
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INDEX  NUMBERS  OF  THE  TOTAL 
CX)ST  OF  LIVING 

SUMMARY 

I.  TbeuM<rf  index  inimben  of  ooBt  of  Uving  stimulated  by  war  oondi- 
tioDO,  241.  —  II.  Food  prioee  and  cost  of  living  may  diTerge,  243.  — 
III.  A  fixed  collection  of  oonimoditiM  and  terricea  fornu)  the  buia,  244. 
—  IV.  Themethodaof  "propordoual"  and  of  "aggregate  "ezpenditara, 
346.  —  The  proportion^  method  givea  a  more  ixnnct  (trithmetical  n- 
oult,  2fi0.  —  The  aggregate  method  more  eaailjr  undastood,  250.  — 
V.  Conaiderationa  important  in  the  index  nmnbw  tor  food,  2S2.  — 
TI.  Index  numbers  for  other  grot^w  of  artidea,  266.  —  VII.  Ameiican 
index  numbera  are  fitted  to  looalitiea,  En^iah  are  not,  280.  —  Condod- 
ing  oiitioiamr  the  metliodfl  of  oonatructing  index  numbera  not  ad^ 
qoately  explained,  262. 


Fob  a  number  of  years  the  bureaus  of  labor  in  all  the 
more  important  industmd  countries  have  published 
index  numbers  dengned  to  throw  light  upon  changes  in 
the  cost  of  living.  The  index  numbers  of  this  kind  in 
ffidstence  at  the  outbreak  of  the  war  differed  among 
themselves  both  in  the  intervals  at  which  changes  were 
calculated  and  in  the  groups  of  expenditure  included. 
In  1914  the  United  States  Bureau  of  Labor  Statistics 
was  compiling  a  monthly  index  number  of  retail  food 
prices.*  The  Board  of  Trade  in  England  was  issuing  a 
HJtniliLr  flnn^'ftl  index  number.  The  Canadian  Labour 
Department  was  maintaining  a  monthly  index  number 
of  the  cost  of  food,  laundry  starch,  coal,  wood,  coal  oil 
and  rent.  In  Australia,  the  Commonwealth  Bureau  oi 
Statistics  was  issuing  annually  an  Index  number  of 
groceries,  food  and  rent.  Similar  measures  of  the  cost  of 
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living  were  nutintained  in  other  countries.  None  of  the 
index  numbers  in  eodstence  in  1914,  however,  wero  well 
adapted  to  serve  as  an  element  in  the  determination  ot 
wage  dii^utes  in  a  time  (d  rapidly  changing  prices.  The 
greater  part  of  these  index  numbers  appeared  only  at 
oooedderable  intervals  —  usually  a  year  —  and  none  of 
tttem  covered  the  entire  cost  of  living. 

As  the  cost  of  livii^  increased  during  the  war,  and  as 
wage  adjustments  came  more  and  more  under  govern- 
mental control,  the  argument  that  wages  should  be  in- 
creased in  proportion  to  the  increase  in  the  cost  of  livii^; 
figured  more  and  more  laigely  in  questions  of  wage  ad- 
justmrait.  It  became  h^;hly  important,  therefore,  that 
the  extent  of  the  increase  in  the  cost  of  living  should  be 
determined  frequently  and  with  as  much  fullness  as 
drcumstances  permitted. 

The  dev^pment  of  the  "BinEli*^  mdex  number  will 
serve  as  an  illusteatdon  of  the  effect  of  these  conddera- 
tions.  In  the  autiunn  of  1914,  the  Board  of  Trade  began 
to  publish  its  index  number  of  food  prices  at  more  fre- 
quent intervals,  and  it  shortly  became  a  monthly  index 
number.  In  the  September,  1915  number  of  the  Labour 
Gcgette,  the  following  warning  was  given: 

Hiis  figure  [the  ind«i  nimibw  of  food  inioea]  relatee  to  food  only; 
and  in  eetimat^  the  inereaBed  ooet  of  li-ving  generally,  this  increaae 
most  not  be  iq>plied  to  total  family  exprai^ture,  but  only  to  that 
portioD  which  ie  e]g)ended  on  food.  On  the  whole  ihe  increaae  in 
other  items  of  working  class  expenditure  has  been  considerably  Ian, 
eipeqully  as  regards  rent. 

Iji  June,  1916  a  new  index  number  which  included  all 
groups  of  expenditure  was  established.  It  is  a  measure  c^ 
the  "averse  cost  of  living  of  the  working  classes,"  and 
has  been  published  monthly  since  that  date. 

In  the  United  States  the  inauguration  of  the  index 
number  of  the  total  cost  of  living  resulted  from  a  clause 
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in  the  agreement  between  the  unions  in  the  ahipbuilding 
industry  and  the  Emergency  Fleet  Corporation,  which 
provided  for  a  reopening  of  questions  of  wages,  boure  ot 
conditions  at  not  less  than  ax  months'  intervals  "pro- 
vided it  can  be  shown  that  there  has  been  a  goieral  aad 
material  increase  in  the  cost  of  livii^" '  The  Ship- 
building Labor  Adjustment  Board,  in  order  that  it 
might  be  fully  informed  of  the  amount  of  such  increases, 
requested  the  Bureau  of  Labor  Statistics  to  collect 
statistics  of  chaises  in  the  total  cost  of  living.  These 
index  numbers  as  published  from  time  to  time  in  iho 
Monthly  Labor  Review  show  the  chai^^  in  the  total 
cost  of  living  at  six  months'  intervals  from  December, 
1914  to  June,  1920  in  dghteen  industrial  cities,  uid 
from  December,  1917  to  June,  1920  in  tiiirterai  addi- 
tional cities.' 

It  is  likely  that  the  interest  in  the  development  of 
index  numbers  of  the  cost  of  living  aroused  by  the 
peculiar  circmnstanceB  surrounding  wage  adjustment  in 
war  time  will  continue  in  time  of  peace  —  at  least  until 
rapid  changes  in  the  cost  of  livii^  have  ceased.  Pro- 
fessor Irving  Fisher  in  an  article  published  in  the 
Monthly  Labor  Bemew  for  November,  1918  advocated 
the  introduction  of  a  shding  sc^e  of  wages  based  on 
chaises  in  the  cost  of  living,  and  more  recentiy  this  plan 
has  been  adopted  in  Eng^d  in  a  number  of  important 
labor  agreements.'    The  Esch-Cummins  Act  provides 

I  n*  fi^  tMt  cf  Uh  dwjH  wu  u  loOowi:  "At  ur  tlDM  iftar  ^  montta  ha** 
lUpiii  foDowinc  ndi  imdflad  icnemMit.  or  anr  noh  HdbI  dooWoii  by  tb«  fill]  win  mil 
Baud  OD  anr  qandoQ  w  to  men,  houn  m  oooditliHB  in  anr  pbnt  or  dMriot,  iwfe 
qanttoo  nwy  Iw  nopanad  far  tlie  AdjuBtckBut  Baud  for  ■diuataiMit  upan  tha  imqaiat  id 
■  BMlofltr  of  tha  oTBft  w  oratu  >t  auoh  phut  affaotad  br  anob  acnamact  or  iliiiMiia. 
prorldad  It  cui  ba  ahawB  th>t  than  haa  baana  (anenl  uid  matarial  luoraaae  in  tin  aiat 

■  ChancM  In  (b*  aott  of  the  "miaeaUuiaoua"  craop  at  upandhona  mn  not  l» 
aloded  In  tha  Indai  number*  pn«  to  that  for  Dasembar,  10IS.  CDtQ  than  It  ma  w 
pimad  that  sh>D(«i  la  tfaa  eoat  ol  tb*  itaraa  Imhidad  in  tha  "mlnalluaoaa"  aiaup  «am 
tha  HUM  aa  tha  anraca  ol  tha  ohangia  in  tha  other  cnMipa. 

•  For  tha  dataila  of  aoma  of  thna  uraniamBnta,  aaa  tha  L»bor  qiMlla.  Nw^ar. 
UIB,  p.  4U. 
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that  in  fixing  the  w^es  of  railroad  employees,  Qua  Labor 
Board  shall  take  into  conadraution  as  one  61  the  ele- 
mraits  the  relation  between  wages  and  the  cost  of  living. 
Tbsf  review  of  the  problems  involved  in  the  making  of 
the  American  and  English  index  numbers  of  tlie  total 
ooet  of  living  undertakrai  here  is  concerned  primarily 
with  the  use  of  such  indrac  numbras  as  elements  in  fixii^ 
wages.  The  consideration  of  other  index  numbers  of  the 
same  kind,  brought  into  existence  by  the  war,  has  not 
been  attempted,  either  because  the  principle  on  idiich 
they  are  constructed  differs  from  that  adopted  by  the 
makers  of  the  English  and  American  index  numbers,  or 
because  the  details  of  their  construction  have  not  been 
8u£5ciently  revealed.' 

II 

The  view  has  been  entertained  by  some  economists 
that  chaises  in  an  index  number  of  the  total  cost  of 
living  were  likely  to  correspond  fairly  closely  with 
changes  in  the  index  munber  of  the  cost  of  food.*  Both 
the  Ep^sh  and  American  index  niunbers  show,  how- 
ever, that  there  is  frequently  a  considerable  diveigence. 
For  example,  the  index  number  of  food  prices  for  Jack- 
sonville, Florida,  for  Jime,  1920  showed  an  increase  of 
00  per  cent  over  December,  1914,  while  the  index  num- 
ber for  the  total  cost  of  living  showed  an  increase  of  116 
per  cent.  This  is  an  extreme  case,  but  differences  almost 
as  great  appear  in  the  same  period  for  o^er  American 
cities. 

So  far  from  its  beii^  true  that  the  two  kinds  of  index 
numbers  give  identical  results,  it  appears,  from  both  th6 

nb«n  of  th*  Mm*  tUHnl  ohumiiUr  us  now  nuintaiiml  in  tdmnj. 


•  In  ■  piitwr  by  Dr.  I.  M.  Rubisow  in  tba  Amaruiui  E^ooiuimlii  H«Tia*,  to).  W,  pfl- 
7M-817  tba  BODoliuiaot  w  to  th«  mOTtntttit  of  nal  men  ■»  bued  on  tha  unimptiaB 
thM  (Abbih  in  thg  indii  number  at  food  ptim  Mlnciid*  with  ebancd  in  th*  total  ooat 
of  Krioc.  a«  ako,  Adama  ud  Suonai,  I«bor  FroMaou,  p.  BI3. 
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BngliH^i  and  American  figures,  that  food  prices  advanced 
much  more  rapidly  dmii^  the  early  part  of  the  war  and 
weie  only  alowly  overtaken  by  tiie  total  cost  of  living. 
Over  considerable  pmods  of  time  the  conesp<mdence 
between  the  cost  of  food  and  the  cost  of  living  is  prob- 
ably closer  than  over  shorts  periods.  In  ^rage  adjust- 
ments, however,  the  periods  of  time  for  which  knowledge 
as  to  price  changes  is  desired  are  comparatively  Bh<nt, 
and  it  is  primarily  for  use  in  wage  adjustments  that 
index  numbers  of  the  cost  of  living  are  used.  Moreover, 
it  is  not  certfun,  and  will  not  be  until  index  nimibers  of 
the  total  cost  of  livii^  have  been  compiled  for  a  s^ies  <rf 
years,  just  how  close  is  the  correspondence  between  food 
[»nee6  and  the  total  cost  of  living. 


in 

In  tike  conBtruotion  of  the  Enf^ish  and  American  index 
numbers  of  the  total  cost  of  living,  tiie  fundamental 
[»inciple  is  the  same,  viz.,  that  the  change  to  be  meas- 
ured is  the  change  in  the  cost  of  a  collection  of  com- 
modities and  services  which  shall  remain  unaltered  in 
quality  and  amount.  The  quantity  of  goods  taken  as 
the  bams  of  the  calculation  is  that  purchased  in  the 
original  period.  The  Ei^lish  and  American  index  num- 
bers are  demgned,  therefore,  to  show  "the  average  in- 
crease in  tiie  cost  of  maintiuning  the  pre-war  standard  of 
living  oi  the  working  class." 

With  changes  in  relative  prices,  chai^^  in  the  relar 
tive  amounts  of  different  goods  purchased  are  constantly 
occurring,  but  allowance  for  the  effect  of  such  changes 
are  not  made  in  the  calculation  of  these  index  numbers.* 

>  Tfaa  indn  Dombcn  ot  tba  total  coat  of  livint  mada  dnritii  tba  mi  In  DKniiaik 
{Oopenhacsn)  ukd  Norwur  mikt  >Uowuhib  otbt  Dsrtun  psriodi  Ua  bIuoccb  do*  to 
■husca  in  nlatlvi  priesi.  in  Um  nlfttin  unoauti  at  ioah  m 
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If  tibe  changes  so  occasioned  in  the  relative  amounts  of 
different  commoditiee  consumed  are  of  sufELcient  magni- 
tude, the  efficacy  of  the  index  number  as  a  measure  of 
chaises  in  the  cost  of  living  is  destroyed,  since  the  sum 
of  satisfactioiui  derived  from  the  amount  of  money  re- 
quired to  purchase  the  articles  in  the  original  list  is  now 
greater  by  an  indeterminate  amount  than  the  satisfac- 
tion yielded  by  the  oripnal  list.' 

On  the  ground  that  the  "re^men"  set  up  as  a  stand- 
ard in  an  index  number  of  the  total  cost  of  living  is  not 
sufficiently  stable,  Mr.  G.  H.  Knibbs,  Commonwe^th 
Statistician  of  Australia,  has  argued  that  index  num- 
bers of  the  total  cost  of  livii^  are  less  satisfactory  than 
index  numbers  covering  a  smaller  niunber  of  expendi- 
ture groups.    Mr.  ^libbs  says: 

InvertasttioDS  have  proved  Uiat  the  percentage  of  expenditure  on 
food  ifl  far  greater  in  families  having  small  incomes  than  in  those 
having  larger  incomes,  tiiue  indicating  that  economies  in  expenditure 
•n  pnmaiily  effected  in  r^ard  to  mattos  other  than  food.  The 
mxob  is  tme,  but  to  a  leaa  extent,  in  the  case  of  bouse  rent,  while,  ta 
the  other  hand,  the  ralatlve  expenditure  on  amueemoite,  luxuries, 
and  miscellaDeouB  matters  is  far  greater  in  the  case  of  families  having 
large  uicomee.  Expenditure  on  clothing  lemains  at  a  iaiAy  constant 
parentage  in  all  families  grouped  according  to  income.  .  .  .  The 
effect  of  changes  in  prices  on  cost  of  living  should  obviously,  there- 
fwe,  be  primarily  investigated  from  the  standpoint  of  thoee  com- 
modities, for  which  the  need  is  first  Batisfied,  and  in  r^&rd  to  which 
e  in  price  thus  have  their  full  influence  on  the  totality  of  pur- 
8  nhich  can  be  made  with  a  fixed  income.  The  result  is  that 
those  items  of  expenditure  iriiich  have  been  excluded  from  this  in- 
vestigation do  not  advetsely  affect  the  validity  and  utility  of  the 
index  numbers  computed  to  show  the  variation  in  cost  of  living  due 
to  price-fluctuations.  The  truth  of  the  matter  is  that  if  all  brauchee 
had  been  included  a  fictitiouB  result  would  have  been  obtained,  since 
total  aggregate  expenditure  is  fixed  and  does  not,  in  the  majority  of 
eases,  vary  with  prices,  and,  therefore,  the  distribution  of  exjiendi- 
tore  on  luxuries,  amusements,  etc.,  does  not  contribute  a  substan- 

■  Ona«oaBtofMtefe«havnffanlB14talB18tlwBiialUiW(iAii«CkasCarto( 
T^ifgj /^fBimHtTT  rtniHiil  nfi  Vrntt  thf  "fliml  irjiTniiTi"  mnthnil  inil  iilnfitral  init— d 
tta  -•^Bditan"  molliiid  of  ipwarint  obufca  in  U»  «*t  at  Urlsf  in  ''-t'-"'  Imn 
lM4tol9M.  8MB<poit(iltl«C(«iuiiittoa(C(I.80S0],lfllg. 
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tially  oonstont  rapmeo,  but  one  viiich  has  to  be  leatricted  to  tlie 
■ui^duB  available  after  paymeot  for  food,  housfng  aooommodatifHi, 
other  necessariea,  and  oonveDtional  oomforte.  .  .  .* 

It  will  be  noted  that  Mr.  Knibbs'  argument  tuniB  on 
the  assumption  that  "total  aggregate  e]q)enditure  ia 
fixed  and  does  not  vary  with  pricee."  The  use  of  index 
numbers  of  the  cost  of  living  in  wi^  dilutes  rests,  <^ 
course,  on  a  directly  contrary  assumption.  The  ques- 
tion there  is:  What  wage  would  give  the  workmen  the 
same  standard  of  living  as  they  enjoyed  at  some  pre- 
ceding time?  Any  effect  on  the  "r^men"  of  an  insuffi- 
inency  in  income  to  purchase  the  original  "r^imen"  is 
ex  hypoihesi  ruled  out.  Only  changes  in  the  relative 
amounts  purchased  due  to  price  divei^ences  affect  the 
validity  of  the  index  number.*  There  is  no  reason  to 
believe  that  such  price  divergences  ate  more  marked 
amoi^  the  expenditure  groups  taken  as  a  whole  than 
among  those  included  in  the  Australian  index  number.* 

IV 

In  makii^  an  ind^  number  of  the  total  cost  of  living 
the  natural  order  of  procedure  is,  first  to  construct  index 
numbers  of  the  various  groups  included  in  the  total  cost 
of  livii^  e.  g.,  food,  clothing,  etc.;  and  then  to  combine 
these  into  im  index  number  of  the  cost  of  living.  ¥cx 
convenience  in  description,  this  order  will  be  reversed 
here,  and  consideration  will  be  fpven  first  to  the  methods 
used  in  combining  the  group  index  numbers. 

Thwe  were  two  possible  methods  of  combination 
open  to  the  makers  of  the  Ti'.ngHfih  and  American  index 


>  Baport  No.  1,  Lkbour  wid  loduMcW  Bnooh,  Con 


I  Haticmliii  max  bB  nckfdvd  ai  ui  vxtivnM  form  a 

■  Id  Ul<r  BamlMn  <<  Uw  R«parti  ol  tbe  Labour  KBd  InduMtU  Bnooh,  Hr.  KnHihi 

a  DM  npMt  tbi*  rnnnNDt,  but  defudi  tlw  axolurioa  of  oa 
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ntunbera,  both  of  which  are  in  accord  with  the  prinoiplea 
(m  which  tdieee  index  nmubers  are  based.  The  group 
index  numbers,  representing  the  cost  of  purchasing  at 
different  dates  the  standard  list  of  commodities  for  the 
groups,*  might  have  been  left  as  absolute  numbers  and 
merely  added  togeth^  to  fp.ve  the  index  number  of  the 
total  cost  of  living.  This  method  —  ordinarily  known  as 
tiie  "aggr^ate"  method  —  is  followed  in  Australia  and 
in  Canada  in  the  construction  of  official  measures  of  the 
cost  of  living.  The  makers  of  the  Fpg^'">'  and  American 
index  numbers  chose  to  follow  the  other  plan  —  usually 
known  as  the  "proportional  expenditure"  method.  By 
this  method,  the  index  numbers  of  the  groups  are  ex- 
pressed as  relatives  of  the  cost  of  purchamng  the  group 
list  in  the  base  year,  and  are  combined  into  a  weighted 
average  in  which  the  proportional  expenditures  on  the 
different  groups  in  the  base  year  are  used  as  the  weights.* 

In  conaiderii^  the  relative  merits  of  the  aggregate 
and  the  proportional  expenditure  methods,  two  ques- 
tions present  themselves:  (1)  whether  the  arithmetical 
results  are  the  same,  and  (2)  whether  one  of  the  methods 
is  supeiior  on  other  than  arithmetic^  grounds. 

(1)  The  results  of  the  two  methods  are  identical  in 
result  only  when  in  the  method  of  proportional  expendi- 
ture the  weights  used  are  the  proportions  of  expenditure 
in  the  base  period.'  The  assumption  that  the  thii% 
measured  b  Hie  change  in  the  cost  of  a  fixed  list  is  en- 

>  If tlwcnnipiiideiDiuiiban»nInraUtiir«forni,th<y m«r,otK>iina,lwtunMdinto 
•bnlnt*  BonbMm  t«  sombiiuUanal  piupoaca,  if ,  u  it  cg«tUl  undar  aitlin  mMfaod.  tha 
lltatHjrlloDal  axpandituni  do  the  gnniiH  In  the  ori(iiial  yen  an  known. 

>  The  WBM  metlwil  hai  baen  emptored  in  makinc  moat,  If  nut  all.  ol  the  imoflMal 
iDdaa  munban  of  the  ooat  of  twins  wUdh  h&va  baan  Dompikd  in  the  Unitad  BtaMa  itaiBe 

thawarba^o.  flm.  I iiiii[ilii.  TTii  Tiiim  riianiiialii  (liiinaC  iif  liilin  iiiihUihiil  In 

TarioiM  aditiona  by  th*  Indnatrial  Conference  Board. 

*  Thaalgabniopnwf trfUdapropoaitionmaybaeonTBnientlTtoiuidinW.C.Ultilball, 
Indei  NiunbaiB  of^Whokaala  Friaei  in  the  CniCad  Slatea  aul  Fonian  Ceunlrica.  BnUe' 
tin  of  tha  U,  a  Bonau  of  I^bor  Btatbtin  No.  ITS.  p.  03,  See  alao,  Q.  H.  Knibba, 
Pliaaa,  Priea  Indent  and  Coat  of  LiTinc  in  Auatcnlia.  Keport  No.  1  of  labour  and  Id- 
ilaatrial  BmHb,  Comnwnxaltb  Bonan  of  Canana  and  Statiatica,  Appendii,  p.  izriU. 
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tirely  conMsteDt  with  the  fact  that  under  either  meHiod 
when  prices  in  one  group  increase  or  decrease  as  a  whole 
relatively  to  prices  in  other  groups,  the  proportional 
expenditures  on  the  different  groups  increase  or  de- 
crease proportionately.  If,  for  example,  food  prices  in- 
crease more  rapidly  than  the  prices  in  other  groups,  the 
proportion  spent  on  food  increases.  The  proportions  in 
which  expenditure  is  actually  made  on  the  different 
groups  are,  therefore,  constantly  chaogiii^.  But  undo- 
the  method  of  proportdonate  expenditiure  the  w^f^ts 
used  are  the  proportions  in  ihe  base  year. 

In  the  calculation  of  the  English  index  number  the 
group  indexes  are  combined  into  a  weighted  average  by 
the  use  of  the  proportions  in  which  expenditure  was 
made  in  1914  on  the  different  groups.^  The  relative  imr 
portance  of  expenditure  on  the  groups  in  1914,  the  base 
year,  was  not  ascertained  from  a  new  collection  erf 
budgets,  but  was  estimated  from  various  pre-war 
studies,  especially  the  budgetary  study  of  1904  *  and  the 
inquiry  into  the  cost  of  living  made  in  1912.  Hw 
considerations  which  governed  in  Tni^lring  inodificati(»u 
in  the  proportions  of  expenditure  which  had  been  ascer- 
tained for  most  of  the  groups  a  considerable  niunber  of 
years  prior  to  1914  were  of  the  most  general  character. 
The  proportions  finally  adopted  vary  only  sl^tly  from 
the  proportions  which  were  found  by  the  study  of  1901. 

Hie  procedure  followed  by  the  Bureau  of  Labor 
Statistics  was  more  exact.  In  each  of  the  citiee  for 
which  the  chai^  in  the  cost  of  living  was  to  be  circu- 
lated, budgetary  studies  w&ce  made  in  order  to  ascei- 
tain  the  proportionate  expenditure  on  the  groups.  This 

■  "In  ordar  to  kirlvt  M  ■  ds^  igan  nprcanitlnc  tba  inonuB  dnM  Jiilr<  IBK  In 
tiM  pcioaa  ot  kll  the  tUnu  takan  tO(vUm,  tlw  >T«n(a  ptrMntna*  lum  wiiw  aiid*i  mgh  tl 
th*  Duin  iKHqa  ol  sxponcUtun  irfamid  to  abam  an  oombinad  In  aaoaidansa  wHIi  tttb 
■■**'—**■'  rabtira  importenoa  in  BTsnce  p»-mr  voiklnc  olaaa  aiiiaiiditim."  Inborn 
GuetU,  Manih,  1S30,  p.  119. 

■  BtUUi  and  Fociicn  Tntda  and  lDdn>ti7  ICd.  SSSTI.  IBM.  pp.  1-7S. 
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information  was  collected  late  m  1917  and  early  in  1918 
for  the  year  preceding  the  date  of  the  inquiry.  The 
Bureau,  therefore,  had  in  hand  data  as  to  proportional 
expenditure  far  superior  to  that  possessed  by  the  makers 
(tf  the  EngUsh  index  number.  In  constructing  the  index 
number  of  the  total  cost  of  living,  however,  the  Bureau 
weighted  the  group  index  relatives  on  the  1914  base  by 
the  proportions  of  expenditure  found  for  the  year  1917.> 
An  element  of  error  that  varies  for  each  city  and  for 
each  period  was  thus  introduced.*  The  extent  of  the 
error  at  any  ^ven  date  depends  upon  two  factors:  (1) 
the  degree  of  the  divergence  in  changes  in  liie  index 
numbers  of  the  different  groups,  and  (2)  the  extent  to 
wliich  a  group  that  divei^ses  in  price  is  weighted.  The 
m^Timiim  eTTor  occurs,  ther^ore,  where  a  heavily- 
woghted  group  showB  a  large  divergence  in  price  change 
from  other  groups.*  The  index  number  of  the  total  cost 
ai  living  is  like^  to  be  affected  in  laigee  d^ree  by  an 
error  in  wei^ting  of  this  kind  than  other  index  numbers, 
as  the  food  expenditiure  group  forms  such  a  large  part  of 
total  expenditure.  Since  the  price  of  food  in  the  United 
States  advanced  from  1914  to  1917  more  rapidly  than 
the  prices  of  other  groups,  the  proportion  spent  for  food 
in  1917  was  greater  than  in  1914.  Any  other  assumption 
violates  the  principle  on  which  such  index  numbers  are 
based.  By  udi^  the  1917  proportions  on  the  1914  prices 

>  Tk*pra«adiira(aaim«din«aBi«niMiBcUwiBd«DambwfinPhil>ddpbiB,  wUah 
««r  b*  takm  M  tnilol.  in*  dMsribtd  in  tlw  Uonthlr  Rnin  for  Mush,  ISIB  M  fdl- 
lon:  "8Aid«I«oontiDati>ilM^th*iiui)nwknilap«ulitiiratO[tlwy«ulBI7alSll 
bBMm-wntttmed.  .  .  .  Th«  total  hMtnaaa  la  ■  «d^l«d  >nn<a  ofatainad  by  multi- 
Iih'fantli«ri"iii""'«lwlniiinMiiln1hTirt«llpri™ifraiii  Hit  to  ISITbjrthipaaantisatf 
■HiMilllilil  U/ua  br  ll«m  In  1B17." 

>  It  waj  ba  BOtad  th>t  axaotli'  tba  mmt  error  WM  formariy  mada  bj  tlia  Bnnan  la 
~ta  indai  anmbar  of  food  piiaea.    Tin  ralattra  piiaea,  with  baaa  1S80-M, 

ih  rapnsMrtad  tba  nlatiTa  importMua  of  nptwUtiu*  in 


illBOl.  BaeBiiUBtiiia(tliaBiiiaauallAblirBtathtiBiNo.IG6,PI 
•  Tir  an  imr  Id  mii^tina  of  ilmllar  Uitd.  aaa  J.  M.  Kagnm.  "  Baata, 
■■aa,"  Saamaaio  JonnaL  voL  xriH,  pp.  373,  W6. 
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SB  &  bMe,  tlMrefore,  Uie  incieaae  in  Hie  index  number  of 
the  total  eoBt  of  living  was  made  greater  than  it  would 
have  been  with  the  use  erf  proper  wea^ta.  Ilie  increase 
in  the  eost  of  living  was  ^ub  exaggerated.* 

In  the  lattCT  part  ci  1918  the  Bureau  made  a  new 
study  of  the  eost  ot  living  in  a  lazge  number  of  American 
citiea,  in  the  course  of  which  the  proportionate  groiq>  ex- 
penditures for  the  year  preceding  the  date  of  the  study 
were  ascertained.  These  proportions  were  used  as 
wdghts  to  calculate  the  index  numbbts  ci  the  total  cost 
of  living  for  December,  1919  and  June,  1920.*  The  pre- 
ceding index  numbos  were  not,  however,  recalculated 
with  the  new  wei^ts.  The  series  as  it  stands  at  present, 
therdore,  is  an  average  of  group  r^tives  on  a  1914  base, 
wonted  in  the  eariier  part  by  proportionate  ejq>endi- 
ture  as  found  for  the  year  1917,  and  in  the  later  part  by 
proportionate  e^qienditure  as  found  for  the  year  1917-18. 

Even,  however,  when  the  wei^ting  is  proper,  the 
agcr^ate  and  the  proportional  expenditure  methods 
^e  arithmetically  identical  results  only  if  all  the  items 
in  each  of  the  great  divisions  of  the  cost  of  living  are  in- 
cluded in  the  calculation.  The  budget  for  each  gronp 
must  be  complete.  In  the  case  of  rent  there  is  no  diffi- 
culty since  rrait  is  a  dn^  incUviable  item.  But  in  the 
other  groups  it  is  not  possible  to  include  all  the  items  in 
the  group  indexes,  because  either  the  amount  or  the 
price  of  the  omitted  commodities  cannot  be  aaoer- 
tained.  It  is  far  more  feasible  to  determine  the  iHt>por- 
tional  part  (rf  the  total  expenditure  which  goes  for  food, 
fOT  example,  than  it  is  to  ascertain  the  quantity  pur- 

■  Aaat«tllltlMUu»ata(siTarinTalnd,thaflntalUHi^«nuiibcn<aIa^attd 
by  tin  BnwMi  —  tut  tm  PhiUddplua  —  tamy  be  ft™.  Tin  iuui  IMI  la  tb>  Wtel  eat 
of  fivina  tn  FhUHUphlk  fram  1B14  to  1S17  wwoniuw  to  th*  Bonra'i  a«liii»l»tiaii  ma 
43.S1  pCT  aoit:  irlUi  prapa  inshtiDt  it  mu  tB^Uti  Ism  thu  foHar  p«  emL 

■  No  notiae  faM  bMm  ^v«n  of  thk  chuigi,  novt  that  tin  iinr  ni^rts  u*  prinlad  ia 
tfa*  taOta  far  OKnabar,  1919  and  Jam,  1030. 
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chased  in  the  base  year  and  the  prices  over  a  series  of 
numths  or  years  of  all  the  items  entering  into  the  food 
budget. 

By  the  aggregate  e]q)enditurB  method,  therefore,  the 
cost  of  living  is  determined  by  addii^  together  the  cost 
of  a  series  c£  items  not  fully  inclusiye.  The  assumption 
is  that  on  the  average  the  missing  items  will  vary  in 
{nice  as  the  index  number  of  those  included.  In  the 
method  of  proportional  expenditure,  the  assumption  is 
that  the  missing  items  will  vary  in  price  as  the  other 
items  in  the  same  group,  tliat  is,  that  food  items  not  in- 
cluded will  vary  as  the  index  niunber  of  the  food  items 
included.  It  is  probable  that  omitted  items  will  vary  in 
price  more  nearly  in  accordance  with  the  index  number 
of  the  group  to  which  they  beloi^  than  with  the  index 
number  of  the  total  cost  of  livii^.  The  advantage  in 
this  respect  is,  therefore,  with  the  method  of  propor^ 
tional  expenditure.  As  loi^  as  the  available  informal 
tion  is  so  incomplete  that  the  price  changes  of  only  a 
part  of  the  items  can  be  ascertained,  the  proportional 
eoEpenditure  mefiiod  gives  a  more  nearly  correct  arith- 
metical result. 

(2)  Judged  by  other  than  arithmetical  standards,  the 
supeariority  of  the  ^^regate  method  is  undoubted. 
Since  the  chief  practical  use  of  the  index  number  of  the 
total  cost  of  Uving  is  to  serve  as  one  of  the  elements  in 
the  determination  of  wages,  it  is  highly  desirable  that 
ihe  method  of  calculation  should  be  easily  understood. 
In  tbis  respect  the  aggregate  method  is  far  preferable. 
The  proportional  expenditure  method  requires  for  its 
understanding  a  knowtec^  of  arithmetical  processes 
which  is  not  possessed  by  the  majority  of  those  whose 
wages  are  determined  by  changes  in  the  cost  of  living.' 

1  Daring  thi  mr  tha  DhUm  of  InloniiMkiii  ol  tlx  Daputokent  irf  l^bm  ImiiiiiI 
iJaniA  avbUns  Um  natbod  OMd  by  tha  Bnrara  ol  labor  BtadMloB,  but  it  ii  dodrtful 
vfaatbar  a  nan  nndtratandtnt  of  tba  aittluBatloal  prooMaca  vaa  efflcwdouB  io  (Mot  a 
kHnriadsa  o(  tba  priaglplB  <ra  wfalub  tba  Indn  anmbar  waa  Bonatnurtad. 
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On  the  other  hand,  the  aggregate  method  is  easily  un- 
d^Btood  by  any  one  who  can  add.  Moreover,  the  prin- 
ciple imderlying  the  two  methods  —  the  ascertainment 
of  changes  in  the  sum  of  the  prices  of  a  fixed  body  of 
commodities  —  is  grasped  at  tmce  from  the  processes  of 
the  aggregate  method,  while  the  use  of  weights  and  rela- 
tives in  the  method  of  proportional  expenditure  teoids  to 
obscure  from  those  not  trained  in  arithmetical  processes 
the  princQ>Ie  on  which  the  calculation  is  made. 


Articles  of  food  constitute  the  most  importimt  g^aap 
of  commodities  included  in  the  index  mmiber  of  the 
total  cost  of  Uvii^.  In  the  EngLUdi  inden  niuuber  it  is 
reckoned  tiiat  60  per  cent  of  expenditure  is  fat  food, 
while  in  the  American  index  niunbers,  food  constitutes 
in  different  dties  from  35  to  45  per  cent  of  total  expendi- 
t\ire.  In  the  construction  of  an  index  number  of  food 
prices,  the  more  important  considerationa  relate  to  (1) 
the  character  of  the  budgetary  basis,  (2)  the  averaging  of 
prices  obtained  from  dealers,  and  (3)  the  combinaticm  of 
iheae  prices  into  an  index  number  of  food  prices. 

(1)  The  T^ngliali  index  number  of  food  prices  is  baaed, 
with  certain  modifications,  on  the  collection  of  budgets 
(tf  urban  working  class  families  gathered  by  the  Board  of 
Trade  in  1904.'  The  U.  S.  Bureau  of  Labor  Statistics 
weights  its  index  niunber  of  food  prices  by  means  of 
data  collected  in  1901.*  The  Engliah  index  niunber 
is  weighted  by  the  proportionate  expenditure  method, 
while  the  Americui  nimaber  is  an  aggregate  and  is, 
therefore,  weighted  by  the  absolute  amoimts  of  tiie 
articles  consumed.    The  chief  question  raised  in  this 
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eomiecti<Hi  is  whetlieT  in  eitlwr  case  the  weights  used  ate 
IHX>per  wei^ts,  in  view  of  the  coosideTable  period  which 
has  ^peed  since  the  inquiries  on  which  they  are  based 
were  made. 

The  makers  of  the  English  index  number  defend  the 
use  of  the  1904  wraghts  by  the  following  ai^^ument: 

The  adoption  of  "wd^ts"  based  on  ihe  expenditure  of  1904  wu 
not  invalidated  by  changes  in  quantities  between  1904  and  1914, 
because  the  changes  in  quantity,  which  were  genially  difl^t,  were 
largely  counterbalanced  by  changes  in  price  level,  with  tiie  leaulte 
that  the  propoTtions  of  inoome  spent  on  the  different  oommoditiee 
eould  not  have  be^i  sensibly  altered,  except  as  regards  margarine  for 
which  a  q)ecial  allowance  was  made.* 

The  evidence  for  the  statement  that  changes  in  quantity 
were  generally  slight  is  not  given,  but  consistB  pre- 
suroably  of  export,  import  and  production  statistics.* 

In  the  United  States  the  Bureau  of  I^bor  Statistics 
used  as  weif^ts,  without  change,  the  quantities  of  the 
articles  of  food  consumed  in  1901.  The  only  available 
information  as  to  working  men's  dietaries  comparable  in 
extent  with  that  collected  in  1001  is  to  be  foimd  in  the 
analyma  made  by  the  Bureau  of  the  budgets  of  shipyard 
workers  collected  in  1917-18,*  and  in  the  results  of  the 
191S  cost  of  living  investigation  of  the  Bureau.*  It 
appears  from  both  these  investigations  that  a  very  con- 
mderable  change  in  diet  had  occurred  between  1901  and 
1017-18.  There  was  a  marked  reduction,  for  example, 
in  the  consumption  of  all  kinds  of  meats.  The  question 

1  Tha  Laboiu  OurtM,  Hanh,  1930.  p.  3. 

■  Tlw  WnkiBc  CImm*  Cg«t  of  UTio«  CommittM,  1918,  wUob  rattJud  Uw  mud* 
to  iHiblia  InnKisBlioii  o(  tlie  ooM  of  Uviiv 


a  toM  tn  tUt  eodntrr.  but  ■  ooDildtnbU  wudMr  at  budftta  mn  ooUmted  la 

a  isirate  oiquiran.  It  ia  (^ly  antaiii,  Irom  MuJjnia  til  tha  ]m>> 

]<  ati^  fooda.  tbat  duiinf  tbia  d«ade  bo  sonaldanbia 

■  took  plaaa  in  tba  alMMlaid  ot  Urine  and  puMbbad  autirtiiii  aa  to  tbe  ooona  c< 

na  mkI  rinulaT  mattaia  affordad  na  tnutwortbr  oheeka.   Baport  at  Conunlttsa  [Cd. 

01.1918.P.*. 

•  BfoDtUr  Uxv  Bnlair,  Daoambn,  ISIS,  pp.  116-140. 

*  Ibid.,  Jalr,  1090,  pp.  I-U. 
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may  be  nused  whether  these  changes  were  an  effect  <A 
war  conditions  or  due  to  more  permanent  causes.  It  is 
extreme^  improbable,  however,  that  such  important 
changes  were  entirely  or  even  lazgely  due  to  the  war. 
The  investigations  of  the  "Flngliah  Working  Classes  Cost 
at  Livir^  Committee  show  far  less  important  changes  in 
l<^gliwh  working  class  dietary  between  1914  and  1918. 
There  seems  to  be  strong  reason  to  believe  that  the  food 
budget  of  1901  was  not  a  correct  budget  for  1914. 

Whether  the  use  of  the  1901  budget  has  affected  mar 
terially  the  arithmetical  result  is  more  doubtful.  The 
movement  of  retail  food  prices  from  1914  to  1920  in  the 
United  States  has  not  been  characterized  by  such  dis- 
proportionate increases  in  the  prices  of  certain  food 
products  as  have  occurred  during  the  same  period  in 
Ei^^and,  and  the  character  of  the  budget  used  as  a  base 
is  therefore  arithmetically  less  important.  There  have 
been,  however,  notable  cases  of  inequalities  in  price 
changes  among  different  food  articles,  and  all  uncer^ 
tainty  should  be  removed  at  the  earliest  practicable 
time  by  the  adoption  of  a  modernized  food  budget,'  and 
the  recalculation  of  the  index  number  of  food  prices. 

(2)  The  construction  of  index  nimibers  of  retail 
prices  involves  one  process  —  the  ascertaining  of  aver- 
age prices  for  each  article  —  that  does  not  concern  to 
ai^rthing  like  the  same  d^;ree  the  maker  of  indexes  tA 
wholesale  prices.  Retail  prices  must  be  gathered  from 
many  deiders  and  averaged,  since  there  are  no  ain^ 
market  prices.  The  method  pursued  by  the  makers  of 
the  Kngliwh  ind^E  numbOT  is  to  have  local  officeis  obtain 

1  Id  Daoamber.  1018,  Ctimmhiloiwit  Meeker  mSA:  "Than  w«  do  tltoa  to  gBtoBkU 
vmw  wri^ti  baasd  on  th*  quuititiH  al  «Hib  utiida  aaniuiud  in  tbs  BTeimae  workmitB'i 
iMoOr  taiaj,  b  th«  old  whI  mtber  ImpufMt  mi^to  laad  in  (bs  IBOl  itwlr  lud  to  b* 
OMd.  W«  aw  Biid  onsht  (o  rariia  thsB  wa 
ttoB  m  u*  Ondinc  in  *!>•  pnunt  itodr." 
IIdd,  IBIB,  p.  110.  Tiro  7«um  h*Te  al^Mil  A 
HUD*  lood  budsrt  i>  illll  UMd  by  th*  BUIMB. 
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from  merchants  in  each  locality  prices  of  the  various 
food  articles,  and  "forward  statements  ^owii^  for 
each  article  of  food  included  the  predominant  price  at 
the  current  date,  and  the  amount  of  the  change  in  such 
prices  since  the  previoiis  report."  ^  These  prices  are 
then  averaged  by  taking  an  unweighted  arithmetic 
mean  separately  for  towns  under  50,000  and  for  towns 
of  50,000  and  over.  The  percentage  increase  in  tiie 
price  of  each  article  as  against  July,  1914  is  then  calcu- 
lated for  each  class  of  towns.  The  arithmetic  mean  of 
these  percentages  gives  the  increase  for  the  United 
IQngdom.  In  making  its  averages  of  local  food  prices, 
the  Bureau  of  Labor  Statistics  uses  quotations  only 
from  local  merchants  yrho  made  quotations  at  both  the 
dates  which  are  being  compared.  An  arithmetic  average 
of  the  actual  prices  is  made. 

Both  in  England  and  the  United  States,  it  will  be 
noted,  the  attention  of  the  index  number  makers  has 
been  directed  primarily  to  guarding  against  the  possible 
insufficiency  of  the  price  sample.  The  difficulty  lies  in 
the  fact  that  quotations  can  be  secured  from  only  a  small 
part  of  the  merchants  and  there  is  no  knowledge  of  the 
relative  amounts  sold  by  each.  What  is  really  desired  is 
the  chai^  in  the  average  price,  for  example,  of  si^ar, 
and  to  get  this  with  certainty  it  is  necessary  to  know  the 
total  number  of  poxmds  of  sugar  sold  at  the  two  dates 
and  the  total  sums  received  for  sugar.  If  these  facts 
could  be  ascertained  in  full,  the  average  prices  at  the  two 
dates  would  also  give  the  price  cluu^.  But  since  such 
complete  information  is  unobtainable,  the  inquirer 
must  fall  back  on  some  system  of  sampling. 

In  the  use  of  the  predominant  price,  the  theory  pre- 
sim[iably  is  that  the  predominant  price  is  a  better  indi- 
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cation  of  the  average  price  than  an  average  of  the  prices 
collected.  This  is,  of  course,  to  assume  that  such  priee 
changes  conform  to  a  definite  form  of  grouping.  The 
device  of  the  "identical  firm"  is  based  on  the  theory 
that  samples  of  changes  are  more  trustworthy  than  the 
same  number  of  samples  of  prices.  Whether  these 
methods  do  fpve  different  and  better  results  than  would 
be  given  by  arithn^c  averages  ci  ordinary  samples 
cannot  be  judged,  since  data  are  not  available.  IliereiB 
great  need  of  experimraital  inquiries  into  the  subject  of 
t^e  kind  that  Pnrfeesor  W.  C.  Mitchell  has  made  in  the 
kindred  field  of  wholesale  prices. 

(3)  Hie  combination  of  the  prices,  average  or  pie- 
dominant,  into  an  index  number  of  food  prices  ruses 
questions  of  the  same  kind  as  have  previously  been  dis- 
cussed. In  the  English  index  nimabra  tiie  average  prices 
are  turned  into  relatives  on  a  1914  base  and  then  com- 
bined into  a  ungle  number  for  food  prices  by  uang  the 
figures  for  proportional  expenditure  as  found  by  tlie 
1904  inquiry.  In  the  United  States,  the  average  prices  c^ 
food  are  multipUed  by  the  quantity  found  by  the  1901 
inquiry.  As  has  been  pointed  out  above,  the  two  meth- 
ods give  the  same  arithmetical  result.  Unfortunately, 
^tho  the  American  index  of  food  prices  in  constructaon 
is  an  aggregate,  it  is  not  published  as  such,  but  is  con- 
verted into  a  relative  b^ore  publication. 

VI 

In  the  construction  of  index  niunbers  for  the  groups  of 
expenditure  other  than  food  ~  clothing,  fuel  and  l^t, 
etc.*  —  the  most    important    difference    between  the 

>  It  <■  imiKHbla  to  oonwkn  tba  methodt  uwd  in  tba  oonatmetion  of  the  JBdn  own- 
ban  for  not  No  lurormatlon  on  that  iuiiit  i>  soDtusad  in  ttia  puUiiiatiani  al  tin 
Bunau  ol  l^bor  StatlMits,  uid  in  EncUnd  oo  Bcoount  ol  Um  InonuB  of  Rnti  BMOto- 
Cion  Airt,  whi^  Limitad  tho  inaraaae  in  nnb  to  u)  AmouJit  «quiT>lant  to  th*  iiniinii  ii 
rmta».  tlw  mathodi  emplorad  in  artimAtinc  rant  innrcMBi  bBve  not  baan  coqipaAbii 
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American  and  Eogliah  index  numbers  is  in  the  methods 
used  in  combining  the  average  prices  of  commoditdes 
into  group  index  nimibers.  The  Bureau  of  Labor  Statis- 
tics combines  the  average  prices  of  the  articles  included 
in  the  groups  into  group  index  numbers  by  the  so-called 
"unweighted"  method,  while  the  English  group  index 
numbers  are  wraghted  according  to  proportionat«  ex- 
penditure in  1914.  The  weights  used  are  in  some  cases 
very  rough,  and  lack  a  satisfactoiy  bams  in  budgetary 
study. 

In  a  paper  read  before  the  American  Economic  Asso- 
ciation in  1918,  Dr.  Royal  Me^er,  Conunisffloner  of 
Labor  Statistics,  said: 

Except  for  articleB  of  food,  the  individual  items  of  consumption 
an  not  weif^ted  «dthin  each  group  or  claaa,  aooordiog  to  th^  in^ 
portance  in  Iha  family  bui^t.  In  Uie  dottiing  group,  for  instance, 
suits,  ni^t  shirts,  socks,  cape,  shoes,  neckties,  shirts  and  hand- 
koTihiefB  all  have  equal  weight.  Quite  possibly  weighting  within  the 
groups  will  not  change  the  percentage  change  in  cost  of  the  groups  aa 
irttokfi,  but  we  have  no  ground  for  assuming  this  to  be  the  case.  To 
be  sore,  aO  eiQwrience  lus  shown  that  it  makes  but  little  difference 
what  nutbods  are  used  in  computing  an  index  number.  However, 
Bcienoe,  common  sense  and  expediency  all  require  the  extension  of 
the  wonting  of  individuid  items  to  all  groups  <rf  tbe  family  budget' 

It  is  not  clear  from  this  description  exactly  how  the 
combination  into  an  index  number  is  made.  There  is,  of 
course,  no  such  thing  as  an  "imweighted"  index  number 
and,  presumably,  one  of  two  methods  was  followed. 
Either  the  price  of  one  suit  of  clothes,  of  one  collar,  of 
one  pair  of  socks,  etc.,  were  added  togetiier  and  divided 
l^  the  number  of  articles,  in  which  case  it  was  assumed 
^t  the  consumer  purchased  one  of  each  article;  or  ihe 
price  of  each  article  in  1914  was  called  100,  the  relative 
prices  computed  for  succeeding  years,  and  ihe  sum  of  the 
relatives  divided  by  the  number  of  items,  in  which  case 

ji  Baonomio  Rsviaw,  Much,  1916,  SopplouM,  p.  110. 
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it  was  aesumed  that  consumers  £^nt  in  1914  equal  Bums 
on  each  of  the  articles. 

In  the  absence  of  information  as  to  what  articles  are 
included  in  the  group  index  numbers  or  as  to  the  prices 
of  these  articles,  it  is  Impossible  to  verify  the  suggestion 
of  the  Commissioner  that  weighting  m^t  not  affect  the 
result.  There  is  one  piece  of  evidence,  however,  that 
points  —  so  far  as  clothing  prices  are  concerned  —  in  a 
contrary  direction.  The  National  Industrial  Conference 
Board  has  compiled  an  index  number  of  the  movement 
in  the  cost  of  living  since  July,  1914.  In  this  index 
number  the  increase  in  the  price  of  clothing  is  calcu- 
lated by  the  use  of  we^ts  based  on  clothing  budgets. 
The  increase  in  tbe  Board's  index  number  for  clothing 
from  July,  1914  to  November,  1919  for  the  United 
States  as  a  whole  was  135  per  cent,  while  the  median  of 
the  increases  in  the  eighteen  cities  covered  by  the  Bureau 
of  Labor  Statistics  from  December,  1914  to  December, 
1919  was  175  per  cent.  The  dates  are  not  exactly  com- 
parable, but  sufficiently  so ;  for  we  know  that  there  was 
little  or  no  increase  in  clothing  prices  before  December, 
1914  and  the  ends  of  the  periods  nearly  coincide. 

Entirely  apart  from  the  question  of  arithmetical  re- 
sult, it  is  dearable  on  other  grounds  that  costnif-livii^ 
index  numbers  should  be  deliberately  weighted.  It 
would  be  a  sufficient  justification  for  using  the  "un- 
weighted ' '  method  in  making  an  index  number  of  whole- 
sale prices,  if  it  could  be  shown  that  identical  results 
were  secured  by  the  two  methods,  since  no  one  has  an 
immediate  monetary  interest  in  such  index  numbers. 
But  the  case  is  different  with  index  numbers  of  the  c(»t 
of  living.  Here  the  interest  is  immediate  and  mere  iden- 
tity of  result  is  not  sufficient  to  justify  the  use  of  a 
method  which  does  not  comm^id  itself  to  the  untii- 
tored  intelligence  of  the  parties  concerned.   Even  the 
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crudest  system  of  deliberate  weighting  is  superior  to  tbe 
uncoDscious  weighting  involved  in  "unweighted"  index 
numbers. 

VII 

It  is  a  fundamental  prindple  of  index  mmibers  of  the 
cost  of  living  that  the  more  closely  the  weights  and 
prices  are  related  to  a  particular  place  the  moie  exactly 
they  represent  changes  in  the  cost  of  living  of  persons 
llvii^  in  that  place.  It  follovra  that  the  most  desirable 
index  number  for  a  particular  place  is  one  made  from 
local  prices  and  weighted  throughout  according  to  local 
consumption.  The  English  and  American  index  num- 
bers differ  markedly  in  that  the  English  index  number  is 
calculated  for  the  country  as  a  whole,  while  the  Ameri- 
can index  mmibers  are  city  indexes. 

The  group  we^hts,  the  we^hts  given  articles  within 
the  groups,  and  the  prices  in  the  English  index  number, 
are  averages  for  the  whole  country.  The  predominant 
prices  of  food  articles  are  averaged  for  two  classes  of 
cities  and  these  averages  are  then  combined  to  give  an 
averse  price  for  the  country.  The  index  numbers  for 
other  groups  are  made  directly  from  dealers'  quotations, 
the  prices  secured  from  all  dealers  being  averaged  with- 
out regard  to  location.^  Prices  and  working-class  con- 
sumption probably  differ  less  from  place  to  place  in 
England  than  in  the  United  States,  and  a  single  indeoc 
niunber  made  in  this  manner,  therefore,  represents 
changes  in  tbe  cost  of  living  more  accurately  for  any  one 
city  than  it  would  in  the  United  States. 

■  TliBfoUDwiiicn*t«mc&tlDrtiMluidUshtiUuM»tMtb*m<(faod*iiqilOT*d:  "Th* 
ttama  iunhided  In  thia  (roup  *.n  eoti,  tu,  al,  uuullat.  tnd  mktobci.  StcMoMiiti  >n 
obteiiwd  oMAh  month  tittta  oornqwnduiti  ■■  to  Uw  prioM  of  ooaI  In  30  of  tho  prindpal 
town*  mod  sf  ■■■  in  ZB  of  tba  priadp*)  toviw.  .  ■  .  RMum  u  to  tlic  prion  of  oil, 
opdki,  uid  nuitebM  an  obulned  ouh  month  from  ratulun  in  38  of  Ui«  principal 
town*,  .  ^  .  Tha  price*  quoted  uv  tabulated  and  aorutiniafld,  and  an  arara^  priM  t» 
thBO  amnd  at  ...  by  totalllnc  the  quotstiou  and  divldlai  by  the  number  of  ■»- 
tiia."     labour  Gaaetta,  Manh,  leao,  p.  110. 
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Altho  the  American  index  numbers  are  nominaDy  aty 
index  numbers,  ihey  are  only  partifdly  fitted  to  local 
conditions.^  The  proportions  of  income  expended  on 
the  different  groups  are  ascertained  for  each  locality  in- 
cluded, and  the  importance  of  each  group  of  expendi- 
turea  is  weighted  for  each  city  in  accordance  with  local 
expenditure.  The  prices  used  are  averages  of  local 
doers'  prices.*  But  the  weights  given  articles  within 
the  groups  are  not  based  on  local  consumption.  In  the 
food  group,  presumably,  Mtho  no  expUcit  statement  to 
this  effect  can  be  cited,  the  wights  used  are  those  found 
for  the  district  in  which  the  city  is  located  by  the  in- 
quiry made  in  1901.  The  other  expenditure  groups  are 
"unweighted,"  that  is,  the  weighting  is  the  same  in  Loe 
Angeles  as  in  New  York.  There  are  great  differMices 
among  American  cities  in  the  relative  amounts  spent  tm 
the  articles  in  each  of  these  groups.  Great  variatitHis 
ffidst  in  the  proportions,  for  example,  in  which  various 
kinds  of  coal,  gas,  oil  and  wood  are  used  as  fuel.  But  of 
these  differences  the  city  index  numbers  as  now  con- 
structed take  no  account. 

Index  numbers  fitted  to  local  conditions  have  also  an 
important  advantage  in  construction.  A  prime  problem 
in  index  nimibers  of  the  total  cost  of  living  lies  in  the 
difficulty  in  certain  expenditure  groups  in  fiudii^  stand- 
ardized and  identifiable  commodities  which  shall  be  mu- 
form  throughout  the  area  covered.  In  the  food  group, 
this  problem  is  not  incapable  of  solution,  but  in  the 
other  groups  the  solution  is  never  comidetely  aatisfao- 
tory.  The  smaller  the  area  for  which  the  index  number 
is  calculated,  the  less  is  the  difficulty  iH«e^ited,  mnoe 

>  Tho  not  sompletely  looal,  tb«  Amerievi  ratjr  Indn  Dtimb«n  (bow  wida  dUtnoon 
in  fluotiuticaiiL  la  June,  1030,  for  examplB,  the  inanMa  in  th«  OD«t  of  ttrini  orsr  D^ 
aKDbar,  19U  mi  136  m  oent  in  I>«trolt  u  xaiut  BS  par  cnt  in 
Oridwd. 

■  BloDthlr  Labor  Bnimr,  AugiHt,  1018,  p.  18S. 
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the  qualities  of  the  articles  vary  less  and  it  is  more 
practicable  to  fix  on  some  one  grade  as  predominant. 
For  Kcampte,  altho  in  the  United  States  as  a  whole 
numennu  kinds  cA  coal  are  used  as  fuel,  in  ai^  partic- 
ular city  the  number  of  kinds  and  qualities  is  very 
much  lees. 

The  making  of  separate  index  nmnbers  for  a  number 
oi  cities  involves,  of  course,  a  study  of  budgets  in  each  of 
the  cities  and,  therefore,  requires  a  larger  amount  of  pre- 
liminary work  than  would  be  required  for  the  making  of 
a  national  budget.  It  seems  probable,  however,  that  a 
much  ranaller  number  of  budgets  than  has  heretofore 
been  used  in  the  United  States  would  be  scientifieally 
Buffident  as  a  baas  for  satisfactory  consumption 
wdghts.  In  the  great  inquiiy  of  1901,  the  Bureau  of 
Labor  collected  25,448  budgets;  the  Report  of  the  'Ea%- 
lish  Working  Classes  Cost  of  Living  Committee,  which 
covers  much  tiie  same  ground  so  far  as  our  present 
interest  is  concerned,  is  based  on  971  buckets.  Calcu]&- 
titms  of  the  "standard  deviations"  of  several  groups  of 
budgets  were  made  for  the  Committee  and  it  appears 
that  the  "standard  deviation"  for  a  group  of  100 
budgets  was  3  per  cent  and  for  the  whole  group  of  971 
budgets  only  1  per  cent  of  the  average  expenditure  for 
food.> 

From  local  index  numbers  it  is  posmble  to  form  rntr* 
tional  index  numbers  which  would  be  superior  to  mtr* 
tional  indrac  numbers  that  are  computed  on  tiie  baas  of 
national  avraages  of  prices  and  e(msumption.  An  avei^ 
a«e  of  the  changes  in  the  cost  of  Uving  in  the  different 
citiea,  weighted  by  the  population  of  each  city,  would 
give  the  average  change  for  the  country  in  the  cost  of 

I  Raport  ot  Workliic  Cimmm  Cart  tt  tiriiia  Conmittoa  [Cd.  SWOL  IBIS,  vp-  1«.  !■■ 
FWa  bBodnd  »Dd  Mrvutr-ona  tmdcrts  WBB  ^thend  br  tba  Biin>n  o(  Labor  SUtktia* 
for  PUlMMpbto  iloM.  It  woold  b<  intaratina  to  know  bor  tha  Bnnm  dedhtaa  OD  tha 
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living  in  the  sense  in  which  it  is  used  by  the  wdinaiy 
man  and  in  wage  adjustments.  In  the  October,  1920 
number  of  the  Monthly  Labor  Review  the  Bureau  <rf 
Labor  Statistics  presents  for  the  first  time  a  national 
index  mmiber  of  the  total  cost  of  living.  Unfortunately 
abnost  all  the  advantages  of  already  having  local  dudh 
bers  are  lost  in  the  method  of  combination  adopted. 
The  percentage  increases  in  the  diCTerent  cities  for  each 
group  of  expenditure  are  averaged,  and  these  are  com- 
bined into  an  index  number  by  the  use  of  weights  of 
proportionate  expenditure  secured  by  averaging  the 
proportions  of  expenditure  in  the  cities.  An  index  num- 
ber is  thus  constructed  on  the  assumption  that  the  pro- 
portionate expenditure  on  the  groups  and  within  the 
groups  is  the  same  in  all  the  cities. 

In  conclxision,  one  important  criticism  of  these  index 
numbers  may  be  offered.  As  has  been  noted  at  variouB 
points  in  the  forgoing  discussion,  the  methods  em- 
ployed in  the  construction  of  the  American  index  num- 
ber have  never  been  set  forth  fully  in  any  officnal 
descripticm.  They  must  be  inferred  chiefly  from  p^kts 
read  by  the  CommisfionCT  and  from  descriptions  pub- 
lished some  years  ednce  of  the  metliod  of  constructing 
the  index  number  of  food  prices.  Even  with  these  aids 
many  points  are  still  obscure.  Just  what  articles  of 
clothing,  for  example,  are  included  and  whether  they  are 
combined  by  an  average  oS  actual  prices  or  of  relatives 
remains  uncertain.  Again,  we  are  not  told  what  articles 
ue  included  in  the  index  number  of  fuel  and  lighting- 
The  information  as  to  the  English  index  number  is 
far  more  satisfactory.  The  description  in  the  Labour 
Gazette  for  March,  1020,  the  only  source  of  detailed  in- 
formation, was  not  published,  however,  imtil  three 
years  after  the  first  appearance  of  the  index  numb^. 
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During  that  period,  an  index  number  which  was  much 
used  in  the  adjustment  of  wages  had  to  be  taken  on 
faith.*  Moreover,  the  present  information  is  by  no 
means  entirely  satisfactory.  For  example,  in  the  ac- 
count of  the  methods  followed  in  making  the  group  index 
number  for  "otiier  items"  the  QaeeiU  says:  "The  in- 
creases so  ascertained  for  each  item  have  been  com- 
bined, i^ter  consideration  of  the  relative  importance  of 
tiie  different  items,  so  as  to  enable  the  Department  to 
form  an  estimate  of  the  average  increase  of  these  items 
taken  as  a  whole  and  its  ^ect  on  tiie  general  percentage 
increase  for  all  it^ns."  But  what  is  the  "relative  im- 
portance given  to  these  itenu?"  * 

Gbobqb  E.  Babnztt. 
johhb  hopkikb  ijnttxbsitr. 

<  The  old  form  of  wptonatJoo  ia  acmpMad  in  tb*  toSowliv  ntnet  from  tb«  Much, 
1S1B  aombtr  of  tlw  Lkbour  QuMte:  "  Th*  •*■»■■  lanl  of  rmU  hu  only  Inaiwu'd  vaiy 
iB^tlr  (M  a  nsoK  of  Inenua  In  loskl  nta).  bat  Uw  prion  of  othet  Itomi  hnn  ad- 
■■III  ■!  ao  natiatniitlnlly  thnt  th*  igaanl  famnane  in  tlia  prioM  of  nil  the  itoma  onliniifly 
maclas  Into  tbo  woridng  olm  family  budiM  (inaludins  food,  not,  dothlns,  tm)  and 
H|h(,«to.)  botWMn  J(ll:r,  1014  and  ManhS,  ISielasatlmntadat  llSperooit,  takuafoT 
tUt  -f'-i'-t'™  tba  HiiH  quantidt*.  and,  ■■  far  M  po«Bbl«,  tb*  Mnu  qualitiM  of  th* 
nrioiB  iMma  in  Manh,  191B  a*  in  Julj.  1014.  If  Uw  amount  d  InenaMd  taxation  on 
MUBodltiM  it  dfdnetad  the  iaenaaa  la  about  T  par  oent  laia." 

■  Tbe  naant  firitiah  Bmiiln  Statlatieal  ConfannM  adoptad  tin  faUowios  reaon- 
lantwtatWi-  "  That  in  aD  gam  in  wbiiifa  an  Indea-Narabar  i*  Srat  Iiauad  or  rariaad  br  a 
Oermuiiant  Dapartmant.  it  ahoold  ba  aaoompanicd  by  a  atatament  ol  the  matboda  un. 
ployad  and  th*  data  uaad  In  Ita  eooatraetion,  iJTinc  aoffioieBt  detail  to  pannit  of  ita 
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y  The  economist  usually  TnfL^ntj^.iTlR  that  over  a  Buffi- 
dently  long  period  price  will  bear  some  relation  to  cost, 
even  tho  at  any  one  time  they  may  be  entirely  out  of  ad- 
justment. As  to  just  what  that  relation  is,  and  whether 
there  is  conformity  to  modal,  or  mai^poial  cost,  the 
economists  are  not  entirely  agreed.  Walker's  contri- 
tion that  price  will  tend  to  conform  to  the  cost  of  the 
ma.rginft.1  producer  has  only  been  generally  accepted 
with  a  considerable  number  of  qualifications.  The  con- 
cepts of  the  marginal  producer  and  of  the  mai^nRl  cost 
require  careful  analysis  before  they  can  be  used  for  any 
practical  purposes. 

'  There  are  two  ways  of  defining  the  nuufinal  producer 
and  the  Tt»irgir»t.l  cost.  The  first  defines  the  mai^nal 
producer  of  a  certun  year  —  assuming  that  year  to  be 
normal  —  as  the  producer  whose  sales  realizations  ap- 
proximately equal  his  expenses  (including  interest  on  his 
invested  capital).  It  is  obvious  that,  according  to  this 
definition,  the  cost  of  the  maifinal  producer  of  any  odb 
period  corresponds  with  price,  even  tho  his  cost  could 
not  be  called  price-determining.  The  mftrgiTial  producer 
in  this  sense  is  not  necessarily  the  higbeet  cost  produce, 
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inasmuch  as  the  highest  cost  producer  even  in  a  normal 
period  may  suffer  a  lose.  Ilie  marginal  producer,  as 
here  defined,  is  the  producer  who  at  any  normal  period 
breaks  even,  i.  e.,  earns  just  enou^  to  pay  his  expenses. 
There  are  certfun  objections  to  this  definition:  it  merely 
locates  the  position  of  the  mai^nftl  producer  on  the  cost 
curve  after  the  price  has  been  determined,  and  it  can  be 
used  only  when  the  period  under  consideration  is  a 
normal  one. 

Another  method  of  defining  the  marginal  producer 
practically  assumes  that  the  mar^nal  producer  of  one 
year  remuns  the  mar^nal  producer  through  a  condder- 
able  period.  This  second  definition  classifies  hiin  as  Uie 
producer  who  just  manages  to  hold  his  pomtion  in  the 
industry.  In  one  year  be  may  make  a  »"iftn  profit;  in 
another  year  he  may  suffer  a  mnall  loss;  in  still  anotber 
year  he  may  merely  earn  interest  on  his  capital  invest- 
ment. He  usually  renuuns  in  the  industry  because  of 
the  hope  of  future  profit  or  because  of  the  difficulty  in- 
volved in  the  withdrawal  of  bis  investment.  (It  should 
be  noted  that  even  the  producers  with  higher  costs  than 
tiioee  of  the  mai^ioal  producers  will  often  remain  in  an 
industry  for  a  conmderable  period  due  to  the  difficulty 
of  withdrawing  their  capital  investments.  Economic 
theory  naturally,  but  often  inacciuBtety,  assmnes  the 
absolute  fluidity  of  capital.)  The  difficulty  with  the 
eecond  definition  is  that  in  many  casra  there  is  no  such 
producer  existing  in  fact.  The  mArginal  producer  of  one 
year  may  and  often  does  become  a  relatively  low  cost 
producer  in  tbe  next  year,  even  tho  conditions  of  supply 
and  demand  remain  reasonably  constant.  It  may  be 
necessary  at  times,  therefore,  to  abandon  the  poncept  of 
tiie  maif^nal  producer  as  a  continuous  personality,  and 
to  direct  attention  to  the  marginiU  cost  and  to  the  maiv 
jpnaX  product.   Since  the  mftT^nal  producer,  as  a  per^ 
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son,  doee  not  always  exist,  it  is  imposmble  at  timee  to 
locate  any  buainesB  organization  that  has  occupied  the 
position  of  the  mai^pnal  producer  through  a  aeries  <rf 
years. 

Both  of  these  definitions  assume  that  the  marspnal 
producer  is  the  producer  whose  cost  is  equal  to  price 
under  normal  conditions  of  competition  and  whose  cost 
is  approxiinated  by  price  over  any  considerable  period, 
even  tho  at  particular  times  abnormal  conditions  may 
have  led  to  maladjustment.  But  neither  of  these  defini- 
tions would  enable  the  economist  to  locate  the  ifftTginBil 
cost  immediately.  The  first  presupposes  the  determi- 
nation of  price  under  normal  competitive  conditions 
before  the  mar^nal  cost  can  be  located,  and  the  second 
is  in  many  cases  impracticable.  As  has  been  explained, 
the  highest  costs  of  any  normal  period  are  not  neces- 
sarily  the  wiargina.!  coats;  they  are  sporadic  and  usuid^ 
apply  to  a  very  sm^  part  of  the  total  production.  They 
are  the  c<»t8  of  producers  who  may  at  any  time  leave  the 
industry.  The  marginal  producer,  therefore,  must  take 
a  position  in  normal  tlmea  somewhat  lower  on  the  cost 
curve  than  the  position  occupied  by  these  highest  cost 
producers.  Fiirtbermore,  the  marginal  cost  could  not  be 
expected  in  normal  times  to  fall  below  the  avra-age  or 
modal  costs.  The  maiynal  podtion  on  the  cost  curve, 
therefore,  would  probably  be  somewhere  between  the 
highest  costs  and  the  modal  costs.  The  modal  costs  are 
assumed  to  be  the  costs  of  the  representative  producOTS. 
Altho  the  modal  costs  are  certainly  in  one  sense  the 
representative  costs,  it  is  not  always  true  that  they  coi^ 
respond  accurately  to  the  costs  of  the  so-called  repre- 
sentative producers.  When  tiie  mode  is  not  cleariy 
defined  or  when  there  is  more  than  one  mode,  this  qualir 
fication  is  more  evident.  The  limiting  positions  of  the 
marginal  cost  would  probably  be,  then,  the  highest  cost 
at  the  one  end  and  the  modtd  cost  at  the  other. 
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In  order  to  determine  the  pomUon  of  the  marginal 
cost  more  accurately,  it  would  be  necessaiy  to  take  cost 
groups  for  a  number  of  indxistries  and  to  find  at  what 
point  aloi^  this  curve  normal  competitive  conditions 
caused  price  to  fall.  In  the  February  Quarterly  Journal 
(1918)  Professor  Taussig  maintains  that  if  differences  in 
coet  rest  on  physical  causes  —  if  they  are  due  to  forces 
in  nature,  not  in  man  —  the  normal  or  long  period  price 
may  be  expected  to  conform  to  marginal  cost,  but  that 
if  they  rest  on  the  differing  abilities  of  men,  the  normal 
price  may  be  expected  rather  to  conform  to  average 
coet,  or  at  all  events  to  fall  below  the  "bulk  line."  The 
"bulk  line"  represents  the  podtlon  on  the  cost  curve 
just  below  that  occupied  by  the  highest  (usually 
sporadic)  costs.  The  "bulk  line"  position  is  located 
at  the  break  in  the  ciu>ve,  i.  e.,  at  the  cost  group  in 
which  the  production  is  considerable,  but  immediately 
below  the  groups  in  which  the  production  is  veiy  small. 
It  might  be  expected  that  the  bulk-line  cost  would  be 
foimd  imder  normal  conditions  of  competition  to  be  the 
mai^inal  or  price-determining  cost.  Professor  Tausdg's 
analysis  adnuts  this  for  a^culture  and  mining.  But 
only  a  compuison  of  a  large  number  of  actual  costs  and 
competitively  fixed  prices  can  solve  this  problem.  In 
the  present  paper  an  attempt  will  be  made  to  deter- 
mine exactly  where,  under  reasonably  normal  conditions 
of  competition,  prices  actually  fell  along  the  cost  curves 
irtiich  are  available  for  study.  Altho  no  lai^e  number  of 
such  costs  and  prices  have  been  published,  the  method 
to  be  used  will  be  set  forth  in  this  paper  and  applied  to 
the  available  data. 

If  Professor  Taussig's  distinction  between  those  costs 
affected  by  natural  advantage  and  those  affected  by 
human  ability  is  valid,  the  relation  between  price  and 
coet  may  be  different  for  the  two  typws  of  industries. 
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EkK>iiomist>B  who  emphasize  this  distinction  probably 
would  not  mMTitAJTi  that  a^cultural  ctsts  and  mining 
costs  are  never  influwiced  by  purely  natural  or  evm 
physical  causes.  Furthermore,  in  certain  industries 
(primarily  manufacturii^),  some  companies  produce 
their  own  raw  materials;  costs  in  such  indmtries  are, 
therefore,  subject  to  some  extent  to  Uie  principles  that 
apply  to  extractive  industries.^  The  more  significant 
distinction,  then,  is  not  merely  between  extractive  and 
manufactiuing  industries.  It  is  rather  between  indus- 
tries where  the  costs  are  widely  dispersed  and  stand  in 
certain  definite  and  fi^Kd  rdations  to  each  other  and  in- 
dustries where  costs  group  themselves  around  the  cost 
of  the  modal  producers.  However,  if  it  could  be  shown 
that  the  dispersion  of  the  costs  in  manufacturii^  indus- 
tries is  not  so  great  as  in  mining  and  agriculture,  the 
hypothesis  that  human  abihties  do  not  result  in  such 
persistent  cost  differences  as  natural  advantages  mi^t 
be  proved.  The  average  deviations  (divided  by  the 
means)  of  the  cost  groups  to  be  used  for  later  analyas 
have  been  calculated  as  the  measures  of  dispersion. 
The  deviations  were  measured  from  the  means  rather 
than  the  modes,  because  the  modes  were  not  in  all  cases 
clearly  distinguishable.  For  some  of  the  groups  tbete 
were  two  modes.  Fiuthermore,  in  practically  eveiy 
case  the  actual  mean  was  given.  The  coefficients  of  dis- 
persion are  given  in  the  table  on  page  269. 

Altiio  these  figures  are  not  sufficient  for  any  thoro- 
going  generalizations,  the  disperaons  for  the  manu- 
facturing costs  do  seem  to  have  been,  on  the  whole, 
lower  than  for  those  costs  afi'ected  by  natural  caiises. 
The  figure  for  copper  seems  low  for  an  extractive  indus- 
try; this  is  also  true  of  the  sii^ar  beet  figure  fOT  the 

■  8»  Mr.  P.  Q.  Vrisht'a  utiolc  on  luau  uorta  in  thb  Jounul,  NoTHnbar,  1B17,  p. 
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C^o-Indiana  district.  On  the  other  hand,  the  figuroB 
for  aahnon  aeem  Bomewhat  l&i^;  this  may  be  explained 
by  the  fact  that  a  conmderable  number  of  the  cannera 
have  th^  own  exclusiye  fishing  grounds,  and,  as  a  re- 
sult, their  costs  are  affected  by  natiiral  factors  as  well  as 
by  human  abilities.  The  ^uies  indicate  a  tendency  but 
present  no  conctuave  evidence  as  to  the  distinction  be- 
tween manufacturing  and  extractive  costs.  It  will  be 
interesting  to  conEider  in  the  analysis  which  is  to  follow 
whether  the  dispersions  of  the  various  cost  groups  have 
affected  the  relations  between  costs  and  prices. 

The  statistical  material  on  costs  and  prices  is  meager. 
The  Federal  Trade  Commission,  the  successor  to  the  old 
Bureau  of  Corporations,  has  published  most  of  the  fig- 
urea  which  can  be  iised  in  the  present  discussion.    But 
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even  these  ^^ures  are  not  entirely  applicable  to  the  kind 
of  analysis  which  is  here  neceasary.  The  CommisfflOQ's 
investigations  were  undertaken  for  the  very  reason  that 
more  or  less  abnormal  conditions  prevailed  in  the  indua- 
tries  under  conuderation.  There  are  other  minor  diffi- 
culties  involved  in  the  use  of  its  reports.  In  the  paper  in 
this  Journal  (November,  1919),  already  referred  to,  the 
necessity  of  considering  interest  on  investment  as  a 
cost  item  in  determining  a  price  or  the  fairness  of  a  price 
was  implied.  The  accountants  have  been  in  the  habit 
of  combining  interest  and  profit  and  of  calling  them  re- 
turn on  investment.  Of  course,  it  is  reasonable  that  the 
interest  of  any  particular  producer  should  bear  some 
relation  to  his  investment  but  that  profit  should  bear 
any  such  relation  inesupposes  that  efficiency  or  good 
luck,  as  evinced  by  the  lowness  of  cost,  would  be  abso- 
lutely dependent  upon  the.  aze  of  the  investment 
There  may  be  reason  to  believe  that  the  larger  the  in- 
vestment per  unit  of  product,  the  smaller  wiD  be  tiit 
cost  pra  \mit  of  product  —  the  man  who  has  more  ma- 
chinery (an  item  of  investment)  will  need  less  labor  (an 
item  of  cost).  For  a  niunber  of  other  reasons,  the  man 
who  has  the  larger  investment  can  ordinari^  be  ex- 
pected to  have  the  lower  cost.  But  this  is  true  only  in  a 
general  way  and  does  not  take  into  account  the  varying 
abilities  and  the  varying  fortimes  of  different  producers. 
In  some  cases  producers  with  small  investments  (per 
unit  of  product)  may  show  low  costs  and  make  large 
profits.  Thus,  the  profit  (pure  profit)  of  any  one  pro- 
ducer may  be  as  high  as  80  per  cent  of  his  investment, 
while  that  of  another  produce  may  be  less  than  5  per 
cent  and  justly  so.  That  the  total  profits  (gross  profits, 
including  interest  and  profit)  of  all  the  producers  in  an 
inditstiy  divided  by  the  total  invested  capital  will  tend 
to  be  constant  and  probably  even  determinable  is  an 
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economic  doctrine  which  results  from  the  flmdity  of 
capital  and  from  the  additional  fact  that  any  one  large 
group  of  men  is  probably  about  as  clever  as  any  othw 
large  group.  If  all  of  the  producers  in  any  one  industry 
are  eamii^  abnormally  laige  profits,  capital  will  flow 
into  that  industry  unless  monopoly  conditions  or  unfair 
methods  of  competition  rratrict  it.  And  the  reverse  is 
true  if  the  average  profit  in  an  industry  is  unusually 
small. 

The  fact  that  the  total  profits  of  an  industry  divided 
by  the  total  investment  should  represent  a  rather  con- 
stant percent^e  enables  the  student  to  determine 
whetiier  the  industry  \mder  consideration  is  operating 
under  normal  conditions.  If  an  industry  sb  a  whole  is 
earning  20  or  30  per  cent  (interest  and  profit  together)  on 
its  total  invested  capital,  the  profits  may  be  considered 
abnormally  large;  if  the  average  return  is  less  than  6  or 
7  per  cent,  the  profits  may  be  considered  abnormally 
smalt.  In  dther  case  conditions  could  not  be  conffidered 
mmnal.  Genially  speaking,  prices  may  be  considered 
competitivdy  fixed  and  in  their  normal  relation  to  costs 
when  the  industry  as  a  whole  has  earned  an  average 
gross  profit  of  ai^rwhere  from  9  to  12  per  cent  on 
investment. 

The  costs  ^ven  in  the  reports  of  the  Federal  Trade 
CommJBgion  include  no  interest  on  investment,  and  in 
some  cases  no  investment  figures  are  given.  In  practi- 
cally none  of  the  reports  is  the  investment  (per  unit  of 
induct)  for  each  group  of  producers  given;  in  but  a  few 
cases  is  the  average  investment  for  the  industry  as  a 
whole  shown.  The  obvious  difficulty  in  using  interest 
on  investment  in  cost  analysis  is  the  great  difficulty  in- 
volved in  determining  the  interest  rate  that  should  be 
allowed.  Accountants  may  be  justified  in  restrainii^ 
producers  —  particularly   inefficient   ones  —  from   in- 
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eluding  large  intereat  charges  in  cost  before  detennming 
upon  a  proper  selling  price.  Furthermore,  the  diffioilty 
involved  in  Bqueering  out  inflation  before  detennimng 
the  true  investment  has  militated  against  the  includon 
(^  interest.  In  the  analysis  to  follow,  investment  per 
unit  of  product  is  estimated,  and  interest  is  charged 
usually  at  about  5  per  cent.' 

In  most  of  the  Commission's  reports,  altho  the  aver- 
age of  the  h^est  group  of  costs  is  usually  given,  it  is 
impossible  to  find  the  hi^iest  cost.  The  modal  cost  can, 
of  course,  be  approximated  from  the  coat  groups,  but 
the  average  of  the  modal  group  can  be  found  at  a  glance 
in  most  cases  from  the  Commission's  figures.  From  the 
'  definition  of  marginal  cost  already  given  it  is  clear  that 
the  exact  position  of  the  mai^nal  cost  could  not  be 
determined  until  after  average  price  was  known.  Altho 
this  may  be  strictly  true,  it  will  be  shown  tiiat  the  pod- 
tion  of  the  marginal  cost  will  not  be  very  differoit  from 
what  it  would  seem  to  be  a  prwri  when  conditioM  of 
competition  (as  shown  by  return  on  investment)  are 
reasonably  normal.  In  most  cases  there  will  be  a  small 
production  at  very  high  costs ;  jtist  below  the  production 
at  these  high  costs  iiiete  will  be  a  relatively  large  produc- 
tion. Where  this  break  occurs,  the  marginal  product 
should  probably  be  looked  for.  It  is  unfortunate  that 
the  different  producers  in  the  cost  groups  cannot  be 
identified;  otherwise,  it  would  be  interesting  to  find  out 
Id  what  cases  the  mArginnl  producers  continue  to  be 
marginal  from  year  to  year.  This  would  be  particulariy 
valuable  in  considering  the  permanence  of  the  modal  or 
so-called  representative  producers. 

There  are  certain  other  difficulties  involved  in  the 
comparison  of  tJie  Commission's  costs  with  prices.   In 

I  7ar  t,  iltoiiiiwliiii  o(  th*  rtUtknl  bstvw 
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this  paper  the  average  price  at  which  all  the  sales  were  [ 
made  has  been  used.  It  has  been  assumed  that  the 
different  prices  at  which  the  same  commodity  is  sold 
during  the  year  will  tend  to  be  imiform.  Of  course,  Hob 
is  often  an  unwarranted  assumption,  and  will  be  partic-. 
ularly  misleadii^  when  there  are  different  grades.^' 
The  average  price  used  was  derived  from  net  sales, 
which  is  ordinarily  obtained  after  deducting  outward 
freight,  discountB,  and  allowances.  These  items  were 
not  included  in  cost  and  therefore  should  be  deducted 
from  price  even  when  the  manufacturer  pays  them. 
There  is  much  to  be  said  for  including  in  cost  cash  die* 
counts  and  outward  freights  (when  the  commodities  are 
sold  delivNed). 

The  cost  and  price  figures  for  five  industries  have  been 
chosen  for  statistical  analyds.  These  industries  have 
already  been  indicated  in  the  table  showing  the  cost 
dispersions  (p.  269).  They  are  book  paprar,  newq;>tint 
paper,  canned  sahnon,  sugar  beets,  and  copper. 

Book-Pafkb  Costs  aito  Pbicxb 

The  Federal  Trade  Commission  has  published  the 
costs  of  producii^  book  paper  for  the  39  principal  mills 
to  1915  and  1916.*  They  are  given  in  the  table  on 
page  274. 

These  figures  are  presented  graphically  on  Charts  V 
and  VI. 

The  correspondence  of  the  modal  cost  and  the  average  . 
cost  represents  the  first  problem  to  be  considered.  Exact  ' 
correspondence  assumes  an  absolutely  symmetrical  nor-  ^ 
mal  frequency  curve.    In  this  case,  the  curves  for  boUi 
years  are  asymmetrical.  However,  in  1915  the  wetted 
average  cost  was  $62.24,  whereas  the  modal  cost  was 
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$61.85.  In  1916  the  mode  is  not  clearly  defined.  It  is 
somewhere  in  the  group  between  170  and  $80,  whereas 
the  aven^^  cost  was  only  $69.87. 

In  order  to  compare  the  different  costs  with  tiie  ftTe^ 
age  selling  price  per  ton  of  book  paper  it  will  be  neces- 
sary to  make  allowance  for  interest  and  selling  expense. 
It  has  already  been  racplained  that  no  interest  on  invest- 
ment was  included  in  the  costs  shown  in  these  tables. 
In  this  industry  the  average  investment  was  apparently 
about  $95.00  per  ton  in  1915,  and  appeared  to  be  only 
about  $75.00  per  ton  in  1916  (probably  because  of  the 
larger  output).'  If  5  per  cent  interest  were  used  as  a  baas 
for  calculation,  an  average  interest  on  investment  would 
be  about  $4.75  in  1915  and  $3.75  in  1916.  SelUng  expeoBe 
in  these  two  yean  amounted  to  about  $.80  per  ton.  It 
could  not  be  assumed  that  these  interest  charges  would 
be  applicable  either  to  the  Tnarginftl  costs  or  the  modBl 
costs,  altho  .their  apidicability  to  the  modal  costs  would 
probably  be  more  justifiable.  The  hi^ier  cost  produoeis 
m^t  be  expected  to  show  lower  interest  chaises  than 
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the  aTN»ge  shown,  inasmuch  as  high  cost  producers 
would  probably  have  relatively  maall  investments. 

The  average  net  price  (per  ton  sold)  in  1916  was 
$71.39.'  Interest  of  $4.75  —  which  is  probably  some- 
what lai^r  than  it  should  be,  especially  iar  the  max- 
^nal  producer  —  alcmg  with  the  selling  expense  ($.80), 
should  be  deducted  from  this  price.  If  the  resulting 
figure  ($65.84)  be  compared  with  the  cost  groups  it 
t^pears  that  price  was  not  much  above  the  group  in 
which  the  mode  falls.  Apparently  there  was  a  certfun 
quantity  produced  at  no  profit  and  even  at  a  loss.  In- 
deed, tiie  industry  averaged  only  8.3  per  cent  (interest 
and  profit)  on  its  investment  in  this  year.  The  bulk-line 
cost  is  difficult  to  determine  in  this  table,  but  it  is  not 
inqxMsible  to  locate  it  just  above  where  the  price  might 
8e«n  to  indicate.  Bulk-line  cost  and  modal  cost  were  not 
far  apart  in  this  case. 

In  1916  the  weighted  arithmetic  average  cost  ($69.87) 
was  somewhere  between  the  averages  of  the  two  modal 
groups  ($57.38  and  $72.58).  The  average  net  price  (per 
ton  sold)  in  1916  was  $86.83.  If  the  interest  of  $3.75  and 
selling  expense  of  $.75  be  deducted,  the  figure  obtfuned 
($82.33)  is  much  higher  than  tJie  average  cost  or  Hbs 
cost  of  the  two  modal  groufw.  Price  in  this  case  was  as 
near  tix  behest  costs  as  the  costs  in  the  h^er  modal 
group,  OT  even  nearer;  but  price  was  abnormally  high  in 
this  year,  as  is  shown  by  the  average  return  on  invest- 
m^it  (21.52  per  cent).*  If  the  costs  above  the  group 
$SO.OO--$85.00  are  assumed  to  be  sporadic,  price  will 
seem  to  conform  to  the  costs  of  the  producers  in  the 
bulk-line  group,  which  in  this  case  was  near  the  highest 
cost  groups. 

The  two  years  for  which  these  costs  were  shown  were 
probably  abnormal  years  for  the  industry.   The  Com- 

<  Baak-nww  lodotiy,  p.  78,  T>bl*  SI.  •  IUil„  p.  M.  Tabta  M. 
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missioii's  report  showed  ihat  Qte  average  retum  on  in- 
vestment for  21  oompanies  (which  were  probably  the 
larger  and  more  successful  companies)  was  21.52  per 
cent  in  1916.  This  was  an  abnormal  profit;  prices  were 
high.  But  the  average  retum  in  1915  for  the  same  coio- 
panies  was  only  8.3  per  cent.  Probably  both  of  these 
percentages  were  higher  than  the  true  average  for  the 
industry  would  have  been,  because  investment  figaiea 
were  probably  secured  from  the  better  companies.  (It 
should  still  be  rranembered  that  this  return  includes 
interest  and  profit.)  There  were  a  number  of  companiee 
that  lost  money  in  1915  (i.  e.,  did  not  earn  any  interest 
on  their  invested  capital).  Thus  the  low  price  in  1916 
may  have  had  some  effect  in  bringing  about  the  hi^ 
price  of  1917. 

Newspbint  Papbr  Costb  and  Pbices 

The  Commis^on's  newsprint  paper  costs  in  IJie 
United  States  mills  for  1913,  1914,  1915,  and  for  Uie 
first  half  of  1916  are  given  in  the  table  on  page  279.' 

These  figures  are  presented  graphically  on  Charts  I, 
II,  III,  and  IV. 

The  average  cost  did  not  correspond  in  the  first  two 
years  to  the  avera^  costs  of  t^e  modal  groups.  In  both 
1913  and  1914  it  was  approximately  U.00  lower  than 
ihe  modal  costs.  In  1915  the  two  coiresponded  more 
closely,  and  in  1916  they  were  practically  identical.  The 
mode  in  1915  was  about  S33.95  and  m  1916  about  $31.34. 

It  is  almost  impossible  to  compare  the  prices  of  1913 
and  1914  with  the  costs  of  those  years,  as  no  investment 
figures  are  given.  The  average  investment  per  ton  in 
1915  was  apparently  about  S86.00.*  Interest  at  5  per 

1  Nam-Piint  Pap«r  luiutiT.  p.  B,  Tibia  IS. 

■  InTHtmaut  flcun*  luva  to  b*  MtiBMUd  tram  tnkMrikl  in  tlM  CeanmkBlOB'f  npot. 
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cent  would  represent  a  deduction  of  $4.30  and  selling 
expense  a  deduction  of  about  S.60;  thus  the  net  price  of 
$38.45  would  be  reduced  to  $33.55.i  The  final  figure  is 
approximately  equal  to  the  true  modal  cost  (about 
$33.95),  and  is  much  lower  than  the  bulk-line  cost.  But 
this  is  easily  explained,  as  conditions  in  the  industry  were 
abnormal  in  that  yciax;  the  average  return  on  invest- 
ment was  only  about  6  per  cent.  Prices  were  abnormally 
low.  In  1916  the  average  investment  per  ton  (first  half) 
was  $70;  whrai  therefore  an  interest  charge  ot  $3.50  and 
a  sdling  expense  of  $.60  was  deducted  from  price,  there 
was  left  $35.30.  This  figure  is  higher  than  the  modal 
cost  and  approximates  the  bulk-line  podtJon,  altho  a 
little  below  it.  Even  in  this  year,  the  industry  earned 
only  about  8  per  cent  on  its  invested  capital. 

The  same  dtuation  prevailed  in  this  industry  that 
prevailed  in  the  bookprint  paper  industry.  The  hi^ 
prices  in  1917,  which  prompted  the  Commiaaon's  in- 
vestigations, may  have  been  due  in  part  to  the  low 
prices  of  1915.  It  has  been  explained  that  in  1915  the 
average  return  on  investment  was  about  6  per  cent, 
^i^iereas  in  1916  it  was  about  8  per  cent. 

It  Is  interesting  to  consider  the  prices  of  new^rint 
paper  in  1913  and  1914,  attho  an  estimate  of  proper  in- 
terest charges  is  not  easy  to  make.  If  $3.00  or  $4.00  be 
subtracted  from  the  average  net  price  in  1913  ($39.50) 
and  from  that  in  1914  ($38.76),  the  resultii^  figures  will 
be  even  less  than  the  modal  costs  in  both  years  (some- 
where between  the  modra  and  the  arithmetic  averages). 
In  these  years  the  bulk-line  ccHits  corresponded  rather 
closely  to  the  modal  costs,  and  the  rate  of  return  on  in- 
vestment was  apparentiy  ranall.*  The  curves  for  1913 
and  1914  are  noticeably  asymmetrical,  as  conmderable 
quantities  were  produced  at  the  lowest  costs. 
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Cannkd  Salmon  Cobtb  and  Pbicks 

f  The  coste  of  producing  a  full  case  of  canned  salmon 
in  1916  and  1917  are  as  follows: 
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The  difficulty  in  comparing  the  average  price  of 
canned  salmon  with  the  coats  arises  from  the  differences 
in  grades.  Even  in  any  one  kind  of  salmon  there  are 
different  grades  of  meat,  which  bring  different  prices 
when  canned;  and  salmon  from  different  sections  bring 
different  prices.  A  smsll  amount  of  very  fine  or  very 
expensive  canned  salmon,  such  as  might  bring  a  high 
price,  would  not  affect  the  average  price  materially; 
but  it  would  apparently  have  a  great  effect  on  the  mar- 
ginal cost.  Thus,  the  average  price  in  1016  was  $1.90, 
veiy  much  nearer  &e  averages  than  the  h^ier  costs. 
In  1017  the  average  price  (S7.28)  moved  l^^er  on  the 
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cost  curre,  but  prices  of  salmon  Id  1917  were  abnormally 
h:^.  In  this  industry  the  interest  on  investment  was 
probably  about  S.15  to  S.20  per  case  in  1916  and  1917.^ 
In  order  to  get  figures  of  any  value  the  cost  of  produe- 
ing  a  certain  grade  ahoiild  be  compared  with  the  price  of 
that  grade.  As  the  Commission's  report  gives  the  beet 
figures  for  the  grade  "red,"  these  will  be  analysed.* 
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Tliese  figures  are  presented  graphically  on  Charts  VIII 
and  IX. 

In  1916  the  opening  price  of  "red"  was  S6.00  per 
case  for  most  companies;  some  companies  asked  S6.40. 
The  opening  price  can  be  taken  as  the  approximate 
average  gross  price.  Unless  the  investment  per  case  was 


•  tUport,  p.  43,  Tabla  19. 
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very  different  for  this  grade  than  for  all  other  grades, 
only  $.15  or  $.20  need  be  deducted  for  interest  and 
about  $.30  for  selling  expense.  Deductions  for  cash  dis- 
counts and  other  allowances  cannot  be  estimated.  The 
modal  cost  was  about  $3.80;  the  bulk-line  cost  was  prob- 
ably about  $5.25.  Some  salmon  was  produced  at  higher 
costs,  but  tJiese  seem  sporadic  and  uniisual.  Profits  in 
this  year  were  abnormal  as  the  average  return  on  invest- 
ment was  22  per  cent.^ 

In  1917  the  opening  price  was  $9.40  per  case  for  most 
companies;  some  companira  asked  $10.00.  After  deduct- 
ing the  same  interest  charges  ($.15  or  $.20),  and  the 
same  selling  expense  of  $.30,  and  estimatii^  allowances 
to  be  deducted  in  order  to  arrive  at  net  price,  the  net 
price  minus  interest  will  be  approximately  equal  to  the 
highest  costs.  The  modal  cost  was  only  $4.22  in  this 
year.  The  price  of  salmon  in  1917  was  abnormally  high, 
and  was  not  well  adjusted  to  cost.  The  average  return 
in  investment  was  52  per  cent.* 


Thx  Costs  and  Prices  of  Suqab  Beets 

.  The  costs  of  growing  sugar  beets  (per  ton)  in'  throe 
districts  in  1913  are  {p.ven  in  the  table  on  page  284. 

Theee  figures  are  presented  graphically  on  Charts  X, 
XI,  and  XII. 

It  is  impossible  to  determine  the  investment  (per  ton) 
from  the  Commission's  report.  It  can  probably  be  as- 
sumed that  the  interest  on  the  investment  was  approxi- 
mately $1.00  per  ton.  This  figure  applies  better  to 
California  than  to  the  other  districts. 

In  the  Ohio-Indiana  district  the  average  net  price  was 
about  $5.26  per  ton.  The  highest  cost  group  in  this  dis- 
trict ranged  between  $5.20  and  $5.60.  If  the  deduction 
iB«iMit,p.«i,Tdiuas.  >ibid..p.«i,TihuaB. 
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Obio-Ikduxa  Dmsitrr 
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1402 

6.9  -  7.1 

8.2  -8.6 

913 

7.1  -  7.8 

3.«-4.0 

996 

7.3-7.6 

4.0-4.4 

635 

7.6  -  7.7 

4.4  -  4.8 

812 

7.7  -  7.9 

4.8  -  6.2 

206 

7.9  -  8.1 

6.2  -  6.6 

11 

8.1  -  8.3 

1,100.00 

CALifOBKiA  DwrmiCT 

MtCBIOAM  (LOwaB 

$1.7  -$1.9 

3,161.70 

1.9  -  2.1 

ll,8n.68 

$2.4  -$2.8 

1,721.18 

2.1 -Z8 

1,088.00 

2.8  -  3.2 

1,829.10 

2.3-2.S 

6,436.20 

3.2  -  3.6 

2,202.99 

2.6  -  2.7 

2.816.00 

8.6  -  4.0 

2,391.10 

2.7  -  2.9 

7,9^.60 

4.0  -4.4 

1,426.76 

2.9-3.1 

13,966.06 

4.4  -  4.8 

1,634.42 

8.1  -  8.3 

4,266.60 

4.8  -  6.2 

1,793.42 

3.S  -  3.6 

24,790.44 

6.2  -  6.6 

770.20 

3.6  -  8.7 

2,780.00 

6.6  -6.0 

09.61 

8.7  -  3.9 

TTaoo 

6.0-6.4 

8^10 

S.9  -  4.1 

6.4  -6^ 

196.00 

4.x -4.8 

m30 

6.8  -  7.2 

13.28 

4.3-4.6 

6,944.00 

7.2  -  7.6 

4.6-4.7 

0S9.OO 

7.6  -  8.0 

4.7  -4.9 

8.0  -  8.4 

4aOB 

4.9  -  6.1 

2,960.00 

8.4  -  8.8 

6.1  -  6.3 

672.60 

8.8  -  9.2 

10J8 

6.8  -  6.6 

9.2  -  9.6 

13  J8 

6.6  -  6.7 

0.6  -10.0 

6.7  -  6.8 

10.0  -10.4 

61.66 

6.9  -  6.1 

200.00 

10.4  -10.8 

6.1  -  6.8 

10.8  -115 

6.3  -  6.6 

11.2  -11.6 

21.84 

6.6  -  6.7 

11.6  -12.0 

88.20 

for  intereBt  be  made,  it  will  be  clear  that  the  average 
price  in  this  district  was  far  below  the  highest  cost  and 
approximated  the  buUc-lioe  position.    The  average  cost 
was  only  S3.50,  a  little  higher  than  the  modal  cost. 
In  the  Michigan  district  the  average  net  price  W8S 
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S6.54  per  ton.  Altho  ihe  coats  above  $7.20  per  ton  may 
be  conodered  sporadic,  price  did  not  confonn  to  the 
hig^ieT  marginal  costs  in  this  district,  after  m firing  al- 
lowance for  interest.  Moreover,  price  was  not  much 
above  the  modal  cost,  which  was  about  $3.58. 

In  the  California  district  the  price  ($6.01)  was  h^er 
Uiaa  the  marginal  costs  (not  the  highest  costs)  even 
when  interest  on  ihe  investment,  which  is  probably 
somewhat  larger  in  California,  is  taken  into  considera- 
tion. The  modal  coat  was  about  $3.42. 

It  should  be  noted  that  the  reason  for  the  Conmiis- 
rion's  investigation  was  the  alleged  low  prices  paid 
farmers  for  sugar  beets.  The  Commisson's  investigfr- 
tois,  however,  did  not  believe  that  the  truth  of  this 
contention  was  eetabliahed  by  the  investigation.  No 
average  return  on  investment  for  these  sections  was 
publifAied  in  the  report. 

The  Costs  and  Pricbs  of  Copper 

The  costs  of  producing  copper  in  1918,  as  determined 
by  the  Federal  Trade  Commission,  were  as  follows :  ^ 


1 

Ponncto 

Pnotnt 

a™.. 

'asT 

In-O? 

A 

Vttb. 

Ctwt  ten  Uun  IS  oenta 

424,340,257 

33.84 

12.630 

24.357 

22.428 

"     15    tomoeDto 

395,672,890 

31.56 

16.284 

24.430 

33.278 

-     17i  ■   20  oentB 

169,578,109 

13.53 

18.07E 

26.073 

31.453 

-     20    ■   21       ' 

30,871,193 

2.94 

20.47! 

23.664 

40.419 

•     21    ■   22       ' 

91,812,283 

7.32 

21.605 

23.108 

36.413 

«     22    ■   24       ■ 

90,111,068 

7.19 

22.00C 

24.207 

29.998 

-     24    •   28       ■ 

8 

33,066,962 

2.71 

26.27J 

24.456 

20.061 

'     imt28eenta 

7 

11,426,343 

.91  35.989 

24.172 

93.629 

Total  and  aTerage 

53 

1,263,767,586 

100.00  16.700 

24.388 

29.779 

1*  CoM  BapQTti  of  Fadanl  Tnde  CommliriaD,  C<i|i|Mr,  Jna*  3a  1016. 
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These  figures  are  presented  graphically  on  Chart  VII. 

The  average  selling  prices  realized  by  the  producerB  in 
the  different  cost  groups  varied  somewhat ;  but  the  avei^ 
age  selling  price  for  all  the  companies  was  24.388  crats. 
The  bulk-line  companies  received  approximately  24 
cents  for  their  product.  The  government  fixed  the 
price  of  copper  at  23}  cents  a  poimd,  effective  Septem- 
ber 2],  1917,  and  this  price  prevailed  until  July  2, 1918, 
when  it  was  put  at  26  cents  and  remained  so  for  the 
balance  of  the  year. 

The  investment  also  varied  for  the  different  craor 
panies,  but  the  investmrait  of  Uie  bulk-4ine  producers 
was  probably  somewhere  between  20  and  30  cents. 
Interest  at  6  per  cent  would  be  about  1  cent  or  1}  coitB. 
If  this  interest  deduction  be  subtracted  tit>m  the  price, 
tiie  result  would  be  anywhere  from  22.5  cents  to  23.5 
cents.  The  bidk-line  cost  seems  to  be  between  19  and 
23  cents.  Thus  price  was  even  above  the  marginal  coste. 
This  is  explained  by  the  fact  that  the  industry  av^Bged 
more  than  25  per  cent  on  its  investment. 

Conclusions 

The  deductions  to  be  drawn  from  the  mat^iat  here 
presented  are  only  tentative.  C(»t  groups  of  this  kind 
should  be  bo  presented  in  the  future  aa  to  enable  investi- 
gators to  identify  (if  only  by  number)  the  different  i»o- 
ducera  represented,  and  particularly  those  at  the  bulk 
line.  The  investment  for  each  group  of  produeers 
should  be  indicated,  as  in  the  copper  figures  shows 
above.  More  data  must  be  available  before  final  con- 
cludons  can  be  presented.  During  the  war  the  Federal 
Trade  Conunission  obtained  costs  for  a  number  of  in- 
dustries. These  are  being  published,  but  are  not  entirely 
suitable  for  the  present  purpose  because  the  prices  for 
the  industries  represented  were  not  competitively  dete^ 
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mined  but  fixed  by  the  various  price-fixing  agencies,  and 
for  the  furth^  reason  that  investment  figures  are  not 
usually  given.  If  the  conclusionB  to  be  set  forth  in  the 
next  paragraph  are  not  borne  out  by  further  investiga- 
tion, all  that  the  writw  can  claim  as  the  raison  d'Stre  of 
this  paper  is  the  metiiod  of  inquiry  which  it  sets  forth. 

From  the  figures  presented  it  appears  that,  if  the 
average  return  on  investment  is  an  index  of  normality, 
in  no  case  were  the  industries  represented  operating 
under  absolutely  normal  conditions  of  competition. 
However,  in  those  years  which  were  more  nearly  normal, 
price  was  in  practically  every  case  considerably  above 
the  modal  or  average  cost  and  approximated,  generally 
speaking,  the  bulk-line  position.  This  was  as  true  of  the 
manufacturing  as  of  the  extractive  industries,  and  aa 
true  of  the  smaller  dispersion  group  as  of  the  larger  dia* 
persion  group.  Bookprint  paper  in  1916  is  the  one  caae 
where,  even  with  a  high  return  on  investment,  the  price 
was  not  much  above  the  mftrginftl  or  bulk-line  cost. 
This  may  be  ezpUuned  by  the  small  degree  of  difiperu<m 
for  the  costs  of  the  industry  in  that  year.  More  data 
may  bear  out  the  contention  that  the  price-cost  relation 
is  affected  by  the  degree  of  dispersion  of  the  costs. 
Until  such  data  are  procurable,  the  generalization  to  be 
drawn  from  these  analyses  is  as  follows.  Price  approxi^ 
mates  bulk-line  or  marginal  coat  under  normal  condi- 
tions of  competition,  i.  e.,  when  the  total  gross  profits 
including  interest  and  profit)  of  all  the  produc^^  in  an 
industry  amount  to  approximately  10  per  cent  of  the 
entire  capital  invested  in  the  industry;  and  price  is 
high^  or  lower  than  bulk-line  cost  whenever  the  retiun 
is  greater  or  less  than  approximately  10  per  cent. 

Kbhper  SiMpeoN. 
FiDBKU.  Trade  ComosBioN, 
'WASBiMOTOir,  D.C. 
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THE  RAILROADS  UNDER  GOVERNMENT 

OPERATION.    I.   THE  PERIOD  TO 

THE  CLOSE  OF  1918' 

SUMMARY 

Erenta  preceding  fedenl  eoutrol,  2B0.  —  Declim  in  net  inoome,  3111. 
—  Roada  unprqtaied  f or  the  tnffie  <rf  1916,  303. — Y<duntU7  onifiM- 
tun  throoBh  RaUroads'  War  Board,  298.  —  Reaolta  not  aatiafaetar, 
297.  —  JtaiboadB  taken  by  the  govemment,  800.  —  Seaaona  for  fedotl 
omtool,  301.  —  OrgaDiiadcsi  under  federal  oontrcd,  303.  —  Contistt 
between  Diiector  Genenl  and  nuboad  oompanica,  300. — Hie  fint 
period:  vBi«i<-«*i«i  and  staodardisation,  309.  —  Jwnt  use  of  tenniBib 
and  other  laeilitiee,  810.  —  Utilisation  of  motive  power,  813.  —  Jaint  nn 
of  bei^  can,  818.  —  Freight  in  aolid  train  lota,  314.  — Disord  t( 
■hiiqien'  deaignatioD  of  routea,  314.  —  Diveiaion  of  exports  to  loutiMn 
porta,  315.  —  Conaolidation  of  ticket  t^cea,  815.  —  Stand arHiwtJiw  d 
locomotme  and  caia,  310.  —  SimpUficatioii  of  accounting,  310.  —  Staut 
ardiaatjon  of  oper&ting  atatiatica,  S21.  —  Beduotiona  in  panenger  tian 
aeTTioe,823.  —  "Sai]ii)gdayplaii"for  leaa  than  ear  load  beiiJit,  830.— 
Abolition  of  "off-line"  bei^t  agendea,  327.—  biereaaee  in  rata^837.— 
AdjuatniKit  of  complainta,  829.  —  Uniform  daanfiDatkiii,  320. — Labx 
ptcMema  and  wage  inereaoee,  830.  —  Extent  of  fragbt  congeatian  is 
Deoember,  1917,  832.  —  Morcmeat  of  foodstufb  for  export,  8831  — 
BitunuDOua  coal  situation,  833.  —  Movement  of  trocqw,  334.— ToImM 
of  tonnage  moved  in  I91S,  335.  —  Operating  results  and  opantiig 
efBoieney;  statdatJca,  886.  —  Financial  iceulta,  388. 

The  years  1917-20  inclufiive,  will  stand  out  as  a 
critical  period  in  tiie  history  of  American  nulroads. 
These  diort  three  years  were  marked  by  as  many  f imdar 
mental  changes  in  rulroad  administration.  First  came 
the  volxmtary  unification  of  all  railroads  and  the  at- 
tempt on  the  part  of  individual  roads  to  act  together  in 
the  war  emergency  as  one  system,  under  the  direction  of 

'  TbawiitHolUiiiutialewHaffldiilriioiuuotal  with  the  DultadSUtMBaibMd 
AdminUntloa  trom  April,  IB17,  until  BtnUmbs  15.  101B,  bat  w  buu>mk  tt  ^ 
Oparstlns  StMbUoi  Bwtioii,  and  laUr  ■■  ■■!■!■  lit  dinstv  of  Operation. 
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a  Rajlroads*  War  Board  invested  with  power  to  tsaspaad 
and  diar^iard  individual  and  competitive  inteivsts. 
This  voluntary  unification  lasted  from  April  11,  1917, 
to  December  28,  1917,  or  almost  nine  months.  The 
second  change  was  the  compulsoiy  unification  of  all 
railroads  under  federal  control,  lastii^  twratty-mx 
months  (until  February  29, 1920).  The  third  came  with 
the  passage  of  the  Transportation  Act  of  1920,  which 
resttned  the  railroads  to  private  management  and 
fundamentally  modified  the  policy  of  public  r^^ulation. 

From  March  1,  1920,  railroad  administration  has 
entered  upon  a  new  era.  We  are  now  obeerving  with 
keen  interest  the  workings  of  the  new  policy  of  n^ula- 
taon,  and  are  wondering  whether  the  results  in  the  in^ 
mediate  future  will  justify  the  action  of  our  law  makers 
in  giving  constructive  effect  to  an  overwhelming  public 
(^linion  in  favor  of  the  restoration  of  private  manage- 
meoit  and  a  more  liberal  policy  of  regulating  earnings, 
CO-  whetiier  it  will  mark  the  final  downfall  of  private 
management  and  the  pennanesit  adoption  of  some  form 
of  governmental  operation  or  ownership.  The  tradi- 
tional American  policy  of  relying  upon  competition  and 
I»ivate  initiative  to  serve  public  interests  in  railroad 
managem^it  is  on  trial  for  its  life.  Whether  it  will  be 
condemned,  or  vindicated  and  acquitted,  depends  upcm 
the  d^ree  of  success  which  attaches  to  the  results  under 
the  provimons  of  the  Transportation  Act. 

It  is  the  purpose  of  this  and  a  second  article  (1)  to 
review  the  events  which  preceded  the  President's  proc- 
lamation taking  possession  of  the  railroads;  (2)  to  re- 
view the  policies  and  results  of  the  first  year  of  federal 
control,  during  which  American  pariicipation  in  the 
world  war  was  at  its  height;  (3)  to  discuss  the  policies 
and  rraults  of  federal  control  during  its  second  year  or 
tiie  first  part  of  the  reconstruction  period;  and  (4)  to 
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conunent  upon  the  present  Edtuation  and  the  outlook  for 
the  future.  The  present  article  will  de^  with  events  up 
to  December  31,  1918. 


Etbnib  Pbecbdino  Federal  Contbol 

Clitics  of  private  railroad  management  state  that  the 
nulroads  "broke  down"  in  1917,  just  at  the  time  when 
transportation  efficiency  was  most  vitally  necrasaiy.  If 
it  is  tniB  that  the  railroads  failed  in  the  emei^ency,  ve 
are  as  much  interested  in  the  causes  of  tiie  failure  as  in 
the  failure  itself.  To  get  at  the  causes  it  is  necessary  to 
trace  the  events  of  the  decade  preceding  the  period  of 
the  war. 

Until  a  few^years  prior  to  our  «ktrance  into  the  war,  it 
had  been  the  traditional  policy  of  tiie  tyiucal  Amertcan 
railroad  to  keep  its  equipment  and  facilities  welt  ^lead 
of  the  demands  of  growing  traffic.  Thecostof  additioniil 
or  improved  equipment,  and  of  additional  or  enlai^ 
terminals,  trackage,  and  other  physical  facilities,  was 
met  either  from  current  income  or  from  the  sale  of  nev 
securities.  As  a  result  of  tMs  policy,  the  typical  railroad 
was  always  equipped  to  handle  its  growing  business 
economically.  There  was  an  ample  factor  of  safety,  so 
that  the  ever-increasing  volume  of  toimage  and  pas- 
sengers could  be  handled  expeditiously  and  without 
congestion. 

The  ability  to  continue  this  policy  depended,  of 
course,  upon  net  earnings  sufficient  to  insure  amp\t 
credit.  So  long  as  net  earnings  justified  appropriationB 
for  improvements,  or  were  sufficient  to  assure  the  inves- 
tor in  new  securities,  there  was  no  difficulty  in  keeping 
pace  with  expanding  traffic.  In  most  cases  the  earnings 
from  the  additional  traffic  sufficed  to  pay  a  reasonable 
return  upon  the  addition^  investment.    The  law  d 
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iDCTeaamg  retunui  had  ita  full  applicatdon  as  the  im- 
provemeittfi  or  enlargements  in  equipment  and  faciliticB 
made  it  possible,  with  the  larger  traffic,  to  operate  at 
lower  unit  costs.  These  lower  unit  costs  enabled  the 
nulroads  to  absorb  the  gradually  increasing  wage  rates 
or  other  additional  operating  expenses  and  taxes,  and 
because  investors  had  confidence  in  railroad  securities 
they  were  easily  marketable. 

This  situation  continued  as  long  as  net  earnings  were- 
sufficient.  But  the  gradual  tendency  of  higher  operat- 
ing costs,  coupled  with  a  national  and  state  policy  of 
regulation  which  tended  to  reduce  rather  than  to  in- 
crease rates,  soon  had  the  effect  of  reducing  net  income.. 
The  turuit^  point  came  about  1906,  or  coincident  with 
the  passage  of  the  Hepburn  Act  amending  the  Inter- 
state Commerce  Act.  This  amendment,  with  its  power 
d  BuspensioD,  gave  the  Ck>mnus8ion  complete  control 
over  rates.  The  p^od,  too,  was  marked  by  unusual 
activity  on  the  part  of  state  commissions  and  state 
legislatures.  Mat^  new  laws  were  passed,  nearly  all  of 
which  dther  reduced  revenues  or  increased  expenses. 
The  difficulty  was  aggravated  by  a  conflict  of  r^ulating 
laws  as  between  the  states  themselves,  and  as  between 
the  states  and  the  Interstate  ComniiBsion.  Coupled 
with  these  advene  influences  on  net  earnings  came 
greater  activil^  on  the  part  of  the  nulroad  labor  orgai^ 
isations  in  their  demands  for  higher  wages.  While  the 
steadily  growii^  burdens  of  increased  operating  ex- 
penses and  taxes  impinged  upon  and  forced  net  income 
downward,  the  railroads  were  imable  to  convince  the 
government  regulating  authorities  that  rates  should  be 
increased  in  a  degree  which  would  maintain  net  income. 
Consequentiy  it  became  difficult  to  appropriate  mon^ 
for  bettennents,  and  during  the  decade  which  pce- 
eeded  our  entrance  into  the  world  war  the  program  of 
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extenaons,  enlargemeats,  and  impravementa  was  far 
below  the  nonn^  rate  of  earlier  years.  Not  only  ven 
the  nuhxMtds  as  a  whole  unable  to  raise  the  funds  neces- 
sfuy  to  equip  lliemselves  for  proq>ective  increases  in 
traffic,  but  many  were  in  such  financial  straits  that  they 
found  titemselves  unable  to  maintfun  their  solvoicy. 
The  year  1915  marked  the  peak  of  railroad  recdvw- 
ships.  Inthatyearapproximately42,000miles,orabout 
-  one-six4^  of  the  entire  railroad  mileage  of  tiie  country 
.  was  in  the  hands  of  the  courts.^  New  constructioii  had 
practically  ceased.  The  milei^^e  of  new  railroad  built 
in  that  year  was  less  than  in  any  year  since  the  period 
of  the  Civil  War.  Orders  for  new  locomotives  and  can 
dropped  to  an  unprecedented  low  level,  and  drastic 
retrenchment  and  curtailmrait  in  service  were  evray- 
where  in  evidence. 

The  spokesmen  of  the  rtulroads  made  earnest  and 
continued  appeals  in  an  effort  to  arouse  the  interest  of 
the  public  and,  through  the  public,  t^  interest  of  tin 
governmental  fegulating  authorities  in  the  seriousness  d 
the  railroad  edtuation.  Among  these  spokesmen  ncme 
presented  the  rulroad  case  with  more  vigor  or  with 
more  viedon  than  the  late  James  J.  Hill.  For  sevraal 
years  before  the  world  war  he-  foresaw  the  ultimate 
effect  of  the  slowii^  down  of  railroad  development,  and 
he  sounded  a  note  of  iramii^,  predidang  that  n&tKHial 
embarrasament  would  conw.  He  plead  for  a  policy  of 
regulation  which  would  make  it  posedble  to  invest  one 
billion  dollars  anniudly  in  railroad  facilities,  partieulariy 
in  terminals.  But  the  warning  and  the  plea  were  not 
needed.  The  railroads  were  able  to  spend  but  a  fraction 
ci  the  sum  which  he  regarded  as  neceesary.  Conse- 
quraitly  the  natural  increase,  in  traffic  (ton  miles  double 
about  every  twelve  years)  soon  overtook  and  exceeded 
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tiie  capadty  of  the  railroads  to  ^ve  satiaf  aotory  serrioe. 
The  point  of  traffic  Baturation  was  reached. 

This  was  the  situation  in  1915,  when  the  flood  of 
extra  traffic  incident  to  the  great  war  broke  upon  the 
railroads.  They  were  not  prepared  for  the  overioad, 
but  met  the  emergency  with  resourcefulness.  The  year 
1016  brought  a  further  increase  in  traffic  as  the  orders 
for  yftff  materials  to  be  shipped  abroad  grew  in  volume. 
Then  came  our  declaration  of  war  against  the  Craitral 
Powers  in  April,  1917,  and  with  it  the  mobilization  of 
the  army  and  navy,  the  construction  of  cantonments, 
the  beginning  of  the  ship  building  and  aircraft  pro- 
grams, and  the  large  scale  production  of  ammunition 
and  supplies  of  all  kinds  for  our  fighting  forces. 

Having  in  mind  the  fundamental  fact  that  during  the 
ten  years  immediately  precedii^  the  date  of  our  partici- 
pation in  the  world  war  the  railroads  of  the  couutiy 
had  been  unable  to  earn  net  income  sufficient  for  them 
to  TTiftit^tAJn  thdr  credit  and  to  attract  new  capital  tor 
needed  enlai^ments  and  improvements  in  facilities, 
and  tiiat  the  abnormal  traffic  incident  to  war  conditions 
was  ao  great  as  to  exceed  the  capadly  of  their  tines  and 
terminals,  it  was  inevitable  that  congestions  and  delays 
should  occur.  Such  a  result,  particulariy  on  the  lines 
serving  the  eastern  seaboard,  where  most  of  the  addi- 
tional traffic  centered,  could  not  be  avoided. 

The  Railroads'  Wab  Boabd 

The  gravity  of  the  dtuation  was  fully  realized  by  the 
railroad  executive  and  when  we  entered  the  war  they 
acted  quickly  in  an  effort  to  meet  the  emergency.  It 
will  be  recalled  that  in  1914,  almost  immediately  after 
England  declared  war  against  Germany,  the  British 
government  took  ovra  the  railroads  and  operated  them 
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throi^  a  board  confflstii^  of  the  general  managets  d 
the  principal  railroads.  When  the  United  States  be- 
came associated  with  the  Allies,  a  move  similar  to  &at 
taken  by  the  British  government  was  anticipated  by 
our  railroad  executives,  but  they  decided  to  take  the 
initiative  themselves.  Within  five  days  after  our  dec- 
laration of  war  against  Germany  the  Railroads'  War 
Board  was  organized  under  a  resolution  signed  by  the 
chief  executive  of  practically  every  railroad  in  the 
United  States.  The  resolution  bound  the  nulrosds 
individiially  to  codrdinate  their  operations  during  the 
war  within  a  continental  railroad  system,  "mer^ng 
during  such  period  all  their  merely  individual  and  com- 
petitive activities  in  the  effort  to  produce  a  maximuin 
of  transportation  efficiency."  While  the  controlling 
motive  was  one  of  patriotic  endeavor  to  make  the  rail- 
roads  the  greatest  possible  aid  to  the  government  in 
prosecuting  the  war,  there  was  undoubtedly  a  deare  on 
tiie  part  of  many  railroad  executives  to  demonstrate  to 

'  the  public  that  American  railroad  men  under  private 
ownership  and  control  of  railroads  could  do  th^  part 

'  without  formal  government  action  like  that  taken  in 
England.  Such  a  demonstration,  if  succeaaful,  would 
curb  the  activities  of  the  growing  number  of  people  idie 
then  looked  with  favor  upon  government  ownership  as 
the  ultimate  solution  of  the  railroad  problem,  and  wbo 
advocated  the  immediate  taking  of  the  railroads  as  a 
war  measure. 

By  tiie  terms  of  the  agreement,  which  was  brou^t 
about  by  a  special  committee  of  the  American  Biulway 
Association  (the  details  of  the  plan  had  been  worked  out 
before  we  declared  war),  the  operations  of  all  railroads 
as  a  continental  system  were  to  be  directed  by  the  execu- 
tive committee  of  the  Bailroads'  War  Board,  to  whom 
the  chief  executive  of  each  rdlroad  company  had 
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formally  delegated  authdrity  to  merge  competitive 
activities  and  to  m^ce  common  use  of  facilities  and 
equipment.  The  activities  of  the  Railroads'  War 
Board  were  tied  into  the  activities  of  t&e  Council  of 
National  Defense  by  a  member  of  the  Council  who 
became  ex  officio  a  member  of  the  War  Board,  and  were 
diziflarly  codidinated  with  the  work  of  the  Interstate 
Commerce  Commismon  through  one  of  the  Commia- 
aionets.  The  two  ex  officio  members  participated  in  the 
deliberationa  of  the  Railroads'  War  Board  and  in  the 
diaping  of  its  policies.  There  was  sIbo  active  and  con- 
tinuous cooperation  between  the  Railroads'  War  Board 
and  the  army  and  navy,  and  the  Food  and  Fuel  Ad- 
ministrations, and  points  of  contact  were  established 
with  practically  all  other  governmental  agencies. 

Each  railroad  incUvidually  was  operated  by  its  chi^ 
executive  under  instructions  from  the  executive  com- 
mittee of  the  Board.  Outside  of  fre^sht  car  utilization 
and  troop  movements,  an  excess  of  centralized  control  of 
detail  was  avoided.  The  executive  committee  exercised 
its  control  through  r^onal  committees,  the  chairmen 
of  which,  with  the  executive  committee  and  the  ex  officio 
members,  made  up  the  complete  Board.  These  r^onal 
chairmen  exercised  jiirisdiction  in  territories  which  cor- 
responded with  the  five  army  departments,  namely,  the 
Northeastern,  the  Eastern,  the  Southeastern,  the  Cen- 
tral, and  the  Western  districts  with  their  respective 
chairmen  for  the  Railroads'  War  Board  and  generals  in 
charge  of  the  army  departments.  At  each  army  head- 
quarters and  at  each  cantonment  camp  or  mobUization 
point  a  representative  of  the  Railroad  Board  was  sta- 
tioned to  insure  prompt  and  effective  codperation  be- 
tween the  army  authorities  and  the  railroads,  and  durii^ 
the  months  from  July  to  December,  1917,  the  railroad 
ti-ansportation  needs  of  the  army  were  met  in  a  mail- 
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ner  whidi  brought  notiung  but  praise  from  the  anny 
authorities.^ 

While  Hie  first  ener^es  of  the  Railroad  Board  woe 
devoted  to  satisfying  the  demands  of  the  am^  and 
navy,  efforts  were  made  to  take  care  of  the  needs  of 
other  branches  of  tiie  government,  and  to  impose  the 
minimum  of  hardship  upon  the  civilian  population. 
The  executive  committee,  the  regional  chairmen,  and 
the  several  sub-committees  of  the  Board  did  thdr  beet 
to  bring  about  complete  imification  of  facilities  and 
equipment  and  to  eliminate  the  "merely  individual  and 
competitive  activities."  Much  of  merit  was  accom- 
plished by  the  Commission  on  Car  Service  in  its  efforts 
"to  make  one  freight  car  do  the  work  of  two."  C<m- 
siderable  progress  was  made  in  bringing  about  the  jcont 
use  of  terminals  and  running  tracks,  in  reducii^  Q» 
voliune  of  traffic  moving  via  circuitous  routes,  and  in 
curtuling  superfluous  passenger  tnuns  established  for 
competitive  reasons.*  The  statistical  records  of  April  to 
December,  1917  show  commendable  inqirovements  in 
the  efficient  utilization  of  locomotives  and  fr^ht  can, 
and  the  iaconvenience  to  the  dvilian  travelras  was  mucb 
less  than  that  which  was  imposed  in  England. 
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Yet  the  results  as  a  whole  were  not  satisfactory. 
Freight  congestions  began  to  occur  on  the  lines  serving 
the  Atlantic  seaboard.  Yards,  sidings,  and  even  running 
tracks  were  clogged  with  cars.  The  fre^t  service  as  a 
whole  on  the  lines  between  Chicago,  Pittsbui^,  and  the 
Atlantic  ports  was  badly  demoralized  during  the  last 
three  months  of  1917. 

One  reason  for  these  congestions  is  found  in  the  failure 
of  the  railroads  to  keep  up  their  pn^rams  of  enlarge* 
ment  and  improvement,  and  to  maintain  their  iisual 
scale  of  additions  to  the  equipment  of  locomotives  and 
freight  cars.  The  small  factor  of  safety  that  remained  in 
1917  was  exceeded,  and  the  flow  of  traffic  at  strategic 
prants  was  impeded.  It  is  an  axiom  of  transportation 
that  tiie  capacity  of  a  road  as  a  whole  is  limited  by  the 
capacity  at  strategic  points.  The  "neck  of  the  bottle" 
may  be  the  recaving  or  final  terminals,  it  may  be  the 
intermediate  yards,  it  may  be  the  engine  terminals,  it 
may  be  the  supply  or  the  condition  of  locomotives,  it 
may  be  the  number  of  experienced  trun  crews,  or  it  may 
be  the  capacity  of  the  management  to  cope  with  new 
problems.  In  this  case  tiie  principal  difficulties  were 
found  in  the  terminals  at  Pittsbui^,  Baltimore,  Phila- 
delphia, and  New  York.  The  great  bulk  of  t^  addi- 
tiond  war  traffic  from  other  sections  of  the  country  was 
required  to  move  tiirough  those  terminals  and  the  rail- 
roads had  also  to  supply  the  raw  materials  to  and  take 
the  finished  products  from  the  many  manufacturing 
l^ants  in  Pennsylvania,  Delaware,  New  Jersey,  New 
York,  and  the  New  En^and  states. 

The  fulute  to  control  the  flow  of  eqwrt  traffic  was 
the  second  cause  of  the  congestion.  Freight  for  raqrart 
was  accepted  without  r^ard  to  the  capacity  of  the 
available  ships.  Part  of  the  war  materials  for  the  Allies 
was  ordraed  from  American  manufacturN^  imder  con- 
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tmcta  which  provided  that  a  large  percentage  of  t^ 
invoice  would  be  paid  as  aoon  as  the  materials  were 
loaded  on  cars.*  The  profits  on  these  contracts  were 
large.  The  traffic  departments  of  the  railroads  were 
eager  to  get  the  tonm^.  There  was,  ther^ore,  every 
inducement  to  load  the  materials  into  the  cars  at  the 
earliest  possible  moment.  The  result  was  that  the  ex- 
port tonnage  on  the  rails  v«y  much  exceeded  the  capac- 
ity of  the  ships,  and  the  cars  containing  the  excess  were 
held  for  mon&s  at  a  time.  If  something  like  the  permit 
system  which  was  adopted  later  by  the  United  States 
Railroad  Administration  had  been  put  into  effect,  or  if 
the  Railroads'  War  Board  had  been  able  to  curb  the  spirit 
of  competition  which  apparently  blinded  the  trafiBc  and 
executive  departments  of  the  railroads  to  the  obvious 
consequences,  the  flow  of  this  traffic  might  have  been 
controlled  at  the  source  and  the  crisis  might  have  been 
avoided.  As  the  trouble  developed  at  the  seaports  the 
cars  backed  up  and  filled  the  intermediate  yards.  Then 
it  affected  the  large  producing  centers  at  and  east  of 
Pittsburg.  Then  it  backed  up  to  Chiw^fo  and  the 
Mississippi  River  points.  Freight  cars  held  weeks  and 
months  under  load  were  not  released  in  time  to  be 
returned  for  new  loads,  and  a  car  shortage  resulted. 
Efforts  to  pick  out  certain  cars  from  the  accumulation 
added  to  the  delay  and  confusion. 

The  original  Act  to  Regulate  Commerce  (1886)  pro- 
vided that  MiB  railroads,  in  time  of  war,  should  ^ve 
preference  and  precedence  over  all  other  traffic  to  the 
movement  of  troops  and  materials  of  war,  and  should 
adopt  every  means  within  their  control  to  facilitate  and 
expedite  military  traffic.  Under  this  authority  each 
branch  of  the  government  insisted  upon  priority  in  the 
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movement  of  its  freight,  but  there  waa  no  ^eclive 
agency  for  co6rdiiiating  these  demands.  As  the  govern- 
ment freight  made  up  such  a  large  part  of  the  total 
traffic  of  the  eastern  roads,  and  as  nearly  every  depart- 
ment pressed  for  special  priority  for  its  cars,  the  atuar 
tion  became  one  of  demoralization.  It  was  stated  that 
on  one  day  in  the  latter  part  of  1917  a  count  of  the  east- 
ward-bound loaded  cars  on  the  Pennsylvania  Railroad 
east  of  Pittsburg  indicated  that  something  like  80  per 
cent  were  marked  for  priority.  Here  was  a  third  reason 
for  the  transportation  crisis. 

Still  another  important  factor,  already  referred  to  in 
connection  with  the  export  situation,  was  the  failure  of 
the  Railroads'  War  Board  to  put  an  effective  curb  on 
competitive  influences.  This  was  but  natural.  Railroad 
officials  had  been  brought  up  in  an  atmosphere  of 
competition,  and  our  national  policy  of  regulation  is 
predicated  upon  imhampered  competition.  The  anti- 
pooling  and  the  anti-trust  laws  are  examples  of  le^sla- 
tion  for  enforcing  competition.  In  fact,  there  was  some 
fear  that  the  Attorney  General  might  question  the 
l^ality  of  the  Railroads'  War  Board,  Euid  there  was 
uncertainty  as  to  how  long  it  would  continue  to  func- 
tion. A  railroad  executive  with  a  jealous  regard  for  the 
interests  of  his  stockholders  had  some  justification  for 
hesitating  to  give  up  something  which  might  per- 
manently benefit  a  natural  rival  and  permanently 
affect  the  value  of  his  property.  These  incidents  in  the 
main  attached  to  traffic  relations;  they  had  little  bear- 
ing upon  the  strictly  operating  features. 
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Fkderal  Gontbol 

By  December,  1917  tlie  railroad  mtuatifm  had  be* 
come  acute;  there  was  much  conjecture  as  to  idiat 
would  be  done.  The  uncertainty  was  dissolved  by  tlie 
Presideut's  proclamation  of  December  26th.  Acting 
under  the  authority  granted  to  him  by  the  Army  ^ 
propriatdon  Act  of  August  29,  1916,^  the  Preadent  took 
possesion  of  the  nuboads  of  the  country  aa  a  war 
measure,  from  December  28,  1917,  and  appointed 
William  G.  McAdoo,  Secretary  of  the  Treasury,  as 
Director  General  of  Railroads. 

The  Preddeat's  proclamation  and  his  letter  to  Con- 
grees  intimate  tiiat  the  impelling  motive  for  federal 
control  was  one  of  finance.  ' '  Complete  unity  of  admin- 
istration in  tlie  present  circimistancea  involves  up(m 
occaaons  and  at  many  points  a  serious  dislocation  (A 
earnings,  and  the  committee  (the  Railroads'  War 
Board)  was,  of  course,  without  power  or  autiiority  to 
rearrange  cliaiges  or  effect  proper  compensations  and 
adjustments  of  earnings.  Several  roads  which  were 
willingly  and  with  admirable  public  spirit  accepting 
the  orders  of  the  committee  have  already  suffered  from 
these  circumstances  and  should  not  be  required  to 
suffer  further."  The  tenseness  of  the  labor  dtuation  was 
another  ground  for  the  federalization  of  railroads.  The 
high  wages  paid  in  the  shipbiiildii^  yards,  in  munitaon 
plants,  and  in  other  work  on  war  supplies,  and  the  sharp 
advances  in  the  cost  of  living,  had  caused  much  unrest 
among  railroad  workers.  While  the  railroad  executives 
were  deliberating,  there  woe  threats  of  strikes,  and  tiie 
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atuation  during  the  latter  part  of  1917,  just  preceding 
federal  control,  was  exceedingly  acute. 

But,  frith  all  the  emphasis  placed  upcoi  matters  of 
finance  and  their  effect  upon  the  pressing  problems  of 
enlargement,  upon  labor  imrest,  and  upon  t^e  co5rdinaF 
tion  of  facilities,  other  reasons  were  in  1^  background. 
One  of  tiie  great  obstacles  to  complete  codrdination  of 
facilities  under  voluntary  agreement  among  the  rail- 
roads was  law-made  rather  than  railroad-made.  The 
thii^  which  the  United  States  Railroad  Administration 
at  once  set  about  to  do  were  the  very  things  that  the 
railroads  as  private  corporations  were  forbidden  to  do 
by  the  anti-trust  and  anti-pooling  laws.  What  the 
Railroads'  War  Board  had  done  in  voluntary  unification 
was  directly  contrary  to  those  laws,  and  the  executives 
knew  that  they  might  be  held  personally  liable.  There 
were  no  informal  "understandings"  that  imder  the 
emei^ency  conditions  the  Department  of  Jiutice  would 
ov^ook  the  dtuation.  On  the  contrary,  there  were 
positive  indications  by  official  inquiries  that  tiie  At- 
torney General  was  keeping  himself  informed  of  every 
move.  The  laws  obliged  railroads  to  compete;  they  pro- 
hibited the  pooling  of  facilities  and  earnings.  Under  the 
war  conditions  tiie  maximum  of  transportation  produc* 
tion  depended  to  a  large  extent  upon  effective  codrdina- 
tion, which  required  the  pooling  of  resources.  This 
phase  of  the  situation  tmdoubtedly  had  weight  in  the 
government's  decision  to  take  over  the  ndlroads.* 

The  Preradent's  proclamation  of  Decranber  26,  1917 
directed  Mr.  McAdoo,  as  Director  Oeneral  of  Re- 
loads, to  take  possession  of  and  control,  operate,  and 
utilize  "each  and  every  system  of  transportation  and 
^purtenances  thereof,"  and  to  "perform  the  duties 
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imposed  upon  him  through  the  boards  of  directon, 
receivers,  officeis,  and  employees  of  said  systemB  (A 
transportation.  Until  and  except  so  far  as  said  director 
shall  from  time  to  time  by  general  or  special  orders 
otherwise  provide,  the  boards  of  directors,  receiven, 
officers,  and  employees  of  the  various  transportation 
systemos  shall  continue  the  operation  thereof  in  the 
usual  and  ordinary  course  of  the  business  of  commoi 
carriers,  in  the  names  of  tiieir  respective  companies." 
The  Director  General's  first  general  order  accoidinejly 
directed  that  "all  officers,  agents,  and  employees  .  .  . 
may  continue  in  the  performance  of  thdr  present  regular 
duties,  reporting  to  the  same  officers  as  heretofore  and 
on  the  same  terms  of  employment." 

Under  this  order  the  president  of  a  railroad  company 
acted  as  agent  of  the  Director  General  and  at  the  same 
time  continued  as  the  chief  executive  of  the  corporation 
—  a  form  of  organization  which  was  continued  until 
after  the  passage  of  the  Federal  Control  Act,  apinoved 
March  21,  1918.  That  Act  provided  the  terms  of  com- 
pensation to  the  corporations  and  otherwise  established 
the  relations  between  the  Director  General  as  the  lessee 
of  the  railroads  and  the  individual  companies  as  lessors. 

Immediately  after  the  passage  of  the  Control  Act  an 
attempt  was  made  to  draw  a  fairly  sharp  line  between 
railroad  activities  which  were  purely  corporate  and  those 
which  were  federal  For  examine,  on  March  30,  1918, 
Circular  No.  17  outlined  a  policy  under  which  the 
salaries  and  exp^kses  of  officers  and  employees  engaged 
primarily  in  work  for  the  corporation  would  be  paid 
from  corporate  funds,  if  the  corporation  desired  to  con- 
tinue their  services,  and  imder  which  the  government 
would  pay  the  salaries  and  expenses  of  such  officers  and 
employees  only  as  were  necessary  for  the  federal  op- 
eration of  nulroads.  This  circular  was  umed  at  sui^ 
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corporate  officers  as  ctuurmen  of  the  Board,  general 
counsel,  and  executive  financial  officers  such  as  the 
New  York  corporate  oi^anizations  of  western  and 
southern  railroads. 

This  action  was  followed  on  May  21  by  a  fundamental 
change  in  organization.  Instead  of  continuing  the  chief 
executive  of  a  railroad  company  as  the  agmt  of  the 
government,  the  Director  General  ordered  that  ther^ 
should  be  a  distinct  cleavage  between  federal  and  cor- 
porate activiti^.  To  that  end  he  required  that  a  federal 
manager,  to  act  for  the  Director  General,  should  be 
i^ipointed  for  each  railroad  or  for  each  group  of  rail- 
roads in  the  cases  '^here  some  of  the  small  roads  were 
operated  as  parts  of  laiger  systems.^  Federal  nuuu^rs 
were  obl^ed  to  sever  all  connection  with  the  railroad 
companies.  They  were  to  represent  the  government  ex-  ■ 
dusively.  In  most  cases  the  president  or  the  operating 
vice  president  was  choeen  as  federal  manager.  There- 
after there  were  two  sets  of  officers  and  employees. 
The  first,  the  federal  organization,  included  as  its 
principal  officers  a  federal  manager  (on  a  few  of  the 
larger  systems  there  was  also  a  general  manager),  a 
federal  auditor,  a  federal  treasure,  a  federal  coim- 
ael,  and  other  officers  necessary  under  governmental 
operation.  The  second  set  of  officers  looked  out  for 
oorporate  interests  and  consisted  of  a  president,  secre- 
tary, corporate  auditor,  corporate  treasurer,  and  others 
necessary  to  serve  the  interests  of  the  company  while 
f^e  roads  were  under  federal  control.  This  action,  de- 
signed to  remove  the  possibility  of  conffict  of  interest 
and  of  loss  to  the  government  by  the  former  plan  of  dual 
re^K>nfiibihty,  was  precipitated  by  a  few  cases  in  which 
the  Director  General  did  not  receive  the  measure  of  sup- 
port which  he  beUeved  was  neceesaiy. 
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In  announcing  the  new  policy  Mr.  McAdoo  said: 

Inasmuch  u  "no  Dum  can  serve  two  masters,"  and  the  effidnt 
operation  of  the  railroads  for  winning  the  war  and  tbe  eervice  to  the 
public  in  the  purpose  of  fednal  ocHitrol,  it  vu  manifestly  wne  to 
releaae  the  preddents  and  other  officers  of  tbe  ruboad  emnpanies, 
with  whose  corporate  interest  tbey  are  properly  concerned,  from  sll 
reeponaibility  for  the  operation  of  their  properties.  ...  All  us- 
biKuitv  of  obliKBtion  is  tJius  avoided.  Officers  of  tbe  corporation  an 
.  left  free  to  protect  tbe  interests  of  their  owners,  stockbolden,  aod 
creditore,  and  tbe  regional  and  operating  manafters  have  a  direct 
and  undivided  respoiiHibility  and  alliance  to  the  United  Btata 
Raibioiid  Administration. 

Mr.  McAdoo  asserted  that  the  govenunent  saved  laige 
stuns  by  the  change  and  much  publicity  was  giveo  to 
the  "fancy  salaries"  paid  raihx>ad  preeddents  and  otJiers 
who  were  by  this  action  tranafeired  to  the  corporate  pay 
rolls  and  paid  from  corporate  funds,  or  who,  as  federal 
managers,  were  paid  lower  salaries.  The  majority  of 
the  officers  who  accepted  the  higher  positionB  in  tiie 
region^  and  central  organisations  received  smallv 
salaries  than  they  had  received  as  officers  of  railroad 
companies,  but  the  nimiber  was  not  as  large  among 
federal  nuuu^rs.  A  very  few  of  them  were  benefited 
finanoi^y.^ 

With  this  chai^  in  the  relations  between  the  Director 
General  and  the  companies,  the  organization  of  the 
United  States  Railroad  Administration  assumed  the 
form  which  continued  without  substantial  alteration 
during  the  entire  period  of  federal  control.*  The  unit  of 

1  "  Cndtr  print*  oontrol  ot  th*  nilroadi  S.3U  offiean  dnwiiw  «liuiM  erf  IMIOO  > 
reuoronrnnuiii)loFHl,witbiMr«mtauUTiao(l31430,tS7,  Under tonuMt 
«antn>l  \,92b  oBon  (■  nduottim  of  400)  an  dolnc  the  hhw  wo^  and  th*  ^insaU 
oCtb^HUiiHl>tie,7as,2SS  — ■nTiDC(>(M,ei«,S§9paruiaun.  Thii toUl fndnda 
tha  offlssn  id  tha  nrim  naioiu]  dWriet*  u  wdl  ■■  tboH  of  tta  emtnl  adiniBlitntka 
Id  WmhinctoB."  (ttoport  to  ths  Pnnd»t  bj  th*  Dinctor  Oman]  of  Ralliwb,  ftc 
aam  monthaaDdliii  Juir  31,  IBIS.)  lUa  phan  o(  ■OTenuBeat  oinntloD  w[D  b*  dto- 
Bu^od  fuit)Mr  In  tha  aaoond  nrtiola. 
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organuation  was  the  federal  manager  of  a  road  or  a 
small  group  of  roads.  The  coun^  was  divided  into 
seven  regions — Eastern,  All^heny,  Pocahontas,  Souths 
em,  Northwestern,  Central  Western,  and  Southwestern. 
Each  region  was  in  change  of  a  regional  director,  as- 
sisted in  some  cases  by  district  directors.  The  r^onal 
directors  had  control  over  all  activities  within  thor 
respective  regions,  but  in  functional  matters  their  woik 
was  coordinated  by  the  several  directors  of  the  central 
administration. 

An  oiganization  chart  would  show  full  lines  of  respon- 
sibility and  authority  between  the  r^onal  directors 
and  the  Director  General,  with  broken  lines  indicating 
advisory  relations  between  the  regional  directors  and 
the  directors  of  the  several  divi^ons.  But  the  procedure 
was  never  definitely  understood,  and  at  times  there  was 
confuaon.  In  theory  the  regional  directors,  controllii^ 
the  several  federal  managers,  were  intended  to  be  su- 
preme in  their  respective  regions,  and  were  to  be  respon- 
able  directly  to  the  Director  General.  It  was  the 
intention  that  the  central  organization  should  woi^ 
through  the  regional  directors.  In  practice,  however, 
there  was  much  "short-cutting"  between  officers  of  the 
central  administration  and  the  federal  managers,  federal 
auditors,  federal  treasurers,  and  other  officers  subor- 
dinate to  federal  managers.  There  was  some  feeling 
on  the  part  of  the  regional  directors  that  they  should 
not  be  held  responsible  for  actions  over  which  they  had 
no  direct  control.  Yet  on  the  whole,  considering  the 
size  of  the  oif;anization  *  and  the  lack  of  time  in  which 
to  work  out  and  publish  a  Matvual  of  Organization 
with  a  clear  de&iition  of  authority  and  responsibility, 
the  confusion  was  relatively  small.    Inasmuch  as  the 

>  Raflnad  oOon  and  amiilaraM  in  f«du«l  oontiol  whb  thoM  tmployad  by  tlM 
PnDttiMi Una*,  ainim  comiiHir.  and  waMr  Hum  uutubarad apfimimaMly  3.000,000,  or 
bU  m  taanj  am  aa  wan  in  Um  amy  and  nary  at  tba  briabt  id  oar  miUtaiy  astiTity. 
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motives  of  practically  every  one  in  the  official  organiza- 
tion were  in  harmony  with  the  controlling  desire  to 
operate  the  railroads  at  the  highest  pitch  of  efficiency  for 
war  purpose,  it  was  just  as  well  that  the  order  of  pro- 
cedure was  not  BO  bound  up  by  rigid  rules  as  to  sub- 
stitute army  "red  tape"  for  a  reasonable  degree  of 
personid  initiative  in  short-cutting  where  the  oiroum- 
stances  justffied. 


Tba  Contract  bbtwebn  thb  Qovebnuent  and 

THE   RaILBOAD   COMPANIEB 

From  the  date  of  the  passage  of  the  Federal  Control 
Act  in  March,  1918,  until  the  latter  part  of  October,  a 
large  part  of  the  time  of  the  Director  General  and  his 
legal  and  other  advisors  was  taken  in  framing  a  stand- 
ard contract  between  the  government  and  the  com- 
panies. While  this  contract  was  based  on  the  provisions 
of  the  Act,  its  terms  were  so  hurriedly  drawn  that  mai^  ■ 
complications  were  apparent  when  the  attempt  was 
made  to  express  tiiem  in  a  formal  contract.  The  negiy- 
tiations  were  long  drawn  out  and  the  contract  as 
finally  approved  by  Mr.  McAdoo  represents  many  con>- 
promises,  moat  of  them  from  the  side  of  the  committee 
representing  the  railroad  companies.  ConEoderable 
difficulty  was  experienced  in  coming  to  an  agreement 
with  many  of  the  companies,  so  tii^t  up  to  January  1, 
1919  contracts  had  been  executed  by  but  23  of  the  160 
or  more  Claaa  I  railroads.*  At  tike  «id  of  federal  control 
147  contracts  had  been  executed  and  83  were  BtUl  imder 
condderation.  Of  these,  49  had  agreed  with  tiie  Direo- 
tor  Gener^  as  to  compensation,  while  15  had  declined 
to  accept  the  compensation  offered  and  had  filed  apidi- 

<  Annid  B*part.  1918,  DMrfoD  id  Uw. 
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cations  with  referee  boards  to  fix  oompensation.  Six 
roads  had  declined  to  make  contracts  and  seven  had 
never  made  application  therefor.* 

The  terms  of  the  contract  have  been  well  summariied 
in  these  columns  *  by  Professor  Dixon  and  need  not  be 
discussed  here.  Reference  will  be  made  later  to  the 
question  of  maintenance  and  its  relation  to  Section  5  of 
the  contract 


Thk  Two  Pekiods  of  Fbdbral  Cohtrol 

The  twenty-six  months  of  federal  control  may  be 
divided  into  two  distinct  periods  in  which  the  conditions 
differed  fundamentally.  The  first  period  was  from 
January  1, 1918  to  the  signing  of  the  annutioe.  During 
that  period  and  imtil  January  11,  1919,  Mr.  McAdoo 
was  Director  General.  The  second  period  was  from  the 
signing  of  the  armistice  until  the  end  of  federal  control 
on  February  29, 1920.  During  that  time  (except  for  the 
first  two  months)  Mr.  Walker  D.  Hines  was  Director 
CSeneral. 

The  first  period  was  one  of  intenave  mihtary  activity. 
The  sole  thought  was  to  administer  the  railroads  as  an 
effective  agency  of  the  Eurmy  and  navy.  Ofiicers  and  ra> 
ployees  were  spurred  by  motives  of  patriotism.  The 
pubUc  cheerfully  accepted  limited  railroad  service  and 
cordially  codperated  with  the  Administration  in  its 
efforts  to  produce  the  mft-gimiim  of  the  kind  of  transpor- 
tation most  needed  in  the  war.  The  fact  that  the  nul- 
roads  were,  functioning  effectively  and  were  breaking 
all  records  of  transportation  efficiency  compensated  the 

1  Baport  ol  Dinoter  Ooanl  to  tha  Fraldait  ror  fonrtMn  mootlia  Bided  Muah  I, 
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ahippii^  aad  tlie  traveling  public  for  thdr  sacrifices,  and 
encouraged  rulroad  officers  and  employees  to  do  theii 
utmost.  Wages  had  been  rused  substantially;  the  hi^ 
cost  of  living  was  not  yet  as  disturbing  a  factor  as  it 
became  later;  and  the  general  morale  of  the  service  was 
fairiy  satisfactory. 

Almost  immediately  after  the  nigniTig  of  the  armistice, 
tiiere  came  a  marked  slackening.  The  spur  of  patriotism 
disappeared.  The  common  motive  to  excel  was  lacking. 
The  game  was  over.  The  war  had  been  won.  The  minds 
of  both  officers  and  men  turned  to  their  personal 
interests. 

Early  in  Januuy,  1920  the  first  of  the  protracted 
hearings  on  the  return  of  the  railroads  was  held  by  ^e 
Senate  Committee  on  Interstate  Commerce.  Then 
began  a  coimtry-wide  discusdon  of  the  raUroad  problem 
and  the  formulation  of  the  many  "plans"  for  its  solu- 
tion. To  add  to  the  confusion  the  lid  was  lifted  from 
the  cauldron  of  dissatisfaction  on  the  part  of  shippen 
and  travelers.  With  the  concluraon  of  military  activity 
there  came  an  insistent  demand  for  a  re^miption  of  pre- 
war service  and  pre-war  shipping  privileges.  A  natural 
reaction  set  in  f^^funst  governmental  adminifitratiiHL 
The  states  began  to  assert  their  rights  and  the  shippers' 
oiganizations  became  active  in  their  criticism.  An  dota- 
tion was  started  to  restore  the  rate-making  power  of  Ihe 
Interstate  Commerce  Commission  and  a  Congressional 
bill  designed  to  bring  it  about  failed  only  because 
vetoed  by  the  President. 

Coupled  with  these  disturbing  factors,  the  cost  of 
living  continued  to  mount.  RaUroad  employees  had 
expected  prices  to  drop.  The  higher  wage  awards  of  the 
Railroad  Administration  were  foimd  to  have  less  pur^ 
chasing  power  than  the  pre-war  w^es.  The  spirit  of 
unrest  found  expre^on  in  insistent  demands  for  further 
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wage  increases.  The  appeal  of  patriotism  could  no 
longer  be  invoked,  and  the  general  feeling  of  discontent 
with  economic  conditions  in  all  lines  of  business  serious^ 
imdennined  the  morale  of  railroad  service. 


Thx  Fibst  Period.    Unification  and 

Standardizatton 

Observing  the  distinction  between  the  characteristics 
of  the  first  and  the  second  year  of  federal  control,  atten- 
tion wiU  be  directed  first  to  a  review  of  1918,  with 
particular  reference  to  the  methods  adopted  under  tiie 
pohcy  of  unification  and  standardization.  This  policy 
was  applied  principally  to  the  features  of  operati(m 
enumerated  below: 

Joint  uae  of  paBsenger  and  frei^t  tenninah. 
Joint  tue  of  yBfds  u>d  eajpoB  houaes. 
ConaoUdatdon  of  car  inepectioD  forces. 
Joint  use  of  miming  tracks. 
Jrant  uae  of  motive  power  and  cars. 
Short-routing  of  ficiiiit. 
Oiveraion  of  txpari  traffic  to  aouthem  ports. 
ConsoUdatior  of  city  ticket  offices. 
Alxdition  of  off-Uoe  offices. 
EUniinatioD  of  competitive  activities. 
Standardisation  of  new  kicomotives  and  cars. 
Simplification  of  inter-road  accounting. 
Standardisation  of  operating  statistics. 

The  Rulroade'  War  Board  had  made  considerable 
progress  in  arrangii^  for  the  joint  use  of  terminals,  other 
fadhties,  and  equipment,  but  tiie  United  States  Rail- 
road Administration  went  much  further.  The  attention 
of  the  r^onal  directors  was  concentrated  upon  tiiis 
feature  of  operation  during  the  first  few  months  of  fed- 
end  control  and  the  Director  General  stressed  it.  The 
1918  annual  reports  of  the  re^omd  directors  claim 
large  savings  in  operating  expenses  by  reason  of  unifica- 
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tion  of  facilities,  but  these  estimates  of  economies  must 
be  aco^ted  with  reservations.  In  many  cases  the 
apparent  savings  at  one  point  were  partly  offset  Ysj 
additionid  expenses  elsewhere.'  In  many  cases,  too, 
they  were  made  at  the  cost  of  much  inoonvenience  to  tiie 
shippii^  and  traveling  public.  On  the  whole,  however, 
there  were  real  net  savings  and,  what  was  more  impor- 
tant, the  capacity  of  the  roads  as  a  national  system  to 
produce  ton-miles  and  passenger-miles  was  increased. 
The  example  best  known  to  the  public  was  the  joint 
use  of  the  Pennsylvania  New  York  City  terminal  by 
the  passenger  traxas  of  the  Pennsylvania,  Baltimore  & 
Ohio,  and  Lehigh  Valley  roads.  Such  common  use  of  the 
new  terminal  was  not  contemplated  when  it  was  de- 
signed, but  the  plan  proved  to  be  feasible  and  it  resulted 
in  better  service  to  the  public.  In  freight  service  one  d 
the  best  examples  was  in  Chicago.  Its  terminal  distzict 
embraces  an  area  of  about  2,500  square  miles.  It  is 
served  by  40  railroads  which  at  tiiat  time  were  inte^ 
chan^ng  about  40,000  cars  dfuly.  Plans  were  wtn^ed 
out  under  federal  control  by  which  the  Elgin,  Jdiet  k 
Eastern  Railroad  was  used  more  extensively  as  a  oaor 
necting  link  between  the  eastern  and  the  western  trunk 
lines  for  the  handlii^  of  through  freight  not  requiring 
icing,  while  perishable  freight  was  concentrated  on  ti» 
Indiana  Harbor  Belt  Line.  Industries  on  the  St.  Charies 
Air  Line  were  formerly  served  by  the  separate  switching  . 
locomotives  and  crews  of  10  railroads.  The  new  plan 
provided  that  the  Illinois  Central  forces  should  do  all 
of  the  work  for  itself  and  for  the  eastern  lines  (with  &e 
exception  of  the  Michigan  Central) ;  and  the  Buriingtoo 

butttUw  mn  Mtiiutad  In  ISIB  m  foOowt:  BMUra  i^kn.  (4,173,000;  ADwhaaj  » 
dan,  •1,087,038;  PosaboatH  ntkw,  H,4M,Sa3j  SoatiMn  ntkm,  ■a.lSSjaO;  Nsttk- 
mMMB  t^lMk,  t43a8.M3;  Cutnl  WMtam  i^oa.  W,S2S.OOO;  SunthwHta  n^loa, 
ll.48<000;  toUL  taS,t35,SSS. 
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forces  were  to  do  all  of  the  work  for  the  western  lines. 
Passenger  trains  of  the  Baltimore  &  Ohio  and  of  the 
Pere  Marquette  betwerai  Pine  Junction  and  Sixteenth 
Street  were  diverted  to  the  Pennsylvania  tracks  in  both 
directioDB,  thus  freeing  the  Baltimore  &  Ohio  Chicago 
terminal  of  all  pa^enger  bufdness  with  its  retarding 
effect  on  the  freight  seGTvice,  shortening  the  run  of  these 
passenger  trains  by  7  milea  and  their  runnii^  time  by 
40  minutes.' 

All  of  the  regional  directors  in  their  1918  annual 
reports  gave  impoedng  lists  of  instances  of  unification 
or  consolidation  of  physical  facilities.  The  Allegheny 
re^on  alone  reported  875  cases;  the  Southern,  140;  and 
tiie  Southwestern,  272.  Most  of  tiiese  unifications  were 
relatively  unimportant  individually  but  they  included 
practically  all  of  the  important  terminals  tliroughout 
the  country.  The  degree  of  imification,  of  course,  had  a 
wide  range  of  difference,  according  to  practicability.  In 
some  cases  it  was  comprehenmve;  in  other  caaea  very 
ali^t.  Where  there  were  two  or  more  enpne  houaes  of 
different  corporate  ownership  it  was  found  feasible  in  a 
few  cases  to  close  one  or  more  of  them  and  to  conceiar 
trate  the  work  in  one.  Such  a  plan  worked  well  at  Gal- 
Test(m.  The  separate  car  inspection  forces  maintained 
by  the  individual  roads  to  protect  their  individual  inter- 
ests under  private  operation  were  consolidated  into  one 
joint  force  at  a  lai^  number  of  interchange  points.  In 
some  cases  one  freight  station  was  used  for  the  business 
of  two  or  more  roads  and  the  stations  from  which  tiie 
business  was  diverted  were  closed.  At  some  points 
savings  were  made  by  having  all  of  the  switchii^  service 
performed  by  one  road  where,  imder  competitive  condi- 
tions, separate  switchii^  service  had  been  performed  by 
aQ  of  the  competing  carriers. 

■  lUhnv  J^  ToL  W,  p.  78,  Janour  3,  lUa 
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The  same  prmcipte  was  applied  to  the  joint  uae  of 
running  tracks  where  such  action  was  advisable.  Fot 
example,  Baltimore  &  Ohio  trains  between  McKees- 
port  and  New  Castle  were  diverted  over  the  tracks  of  the 
Pittsburg  &  Lake  Erie  and  the  Pennsylvania,  when 
one  locomotive  could  handle  as  many  tons  as  five  loco- 
motives could  handle  between  the  same  points  on  Uie 
Baltimore  &  Ohio.  Coal  and  coke  from  the  lows 
Ccnmellsville  region  on  the  Baltimore  &  Ohio  road  wen 
routed  over  the  Monongahela,  the  Pittsbiug  &  Lake 
Erie,  and  the  Pennsylvania  lines  to  the  Pittsbui^  dis- 
trict, thus  releasing  the  Baltimore  &  Ohio  lines  for 
eastward-bound  traffic,  principally  coal  from  the  Fai^ 
mont  district  to  seaboard.  Or  again,  traffic  ^lich 
formerly  had  moved  from  the  Baltimore  &  Ohio  linea 
in  the  West  Virginia  coal  regions  and  the  Pittebuig 
district  via  Baltimore  and  Philadelphia  was  routed  viB 
Rutherford  and  the  Philadelphia  &  Reading  road,  thus 
keeping  such  traffic  out  of  the  congested  districts  at 
Baltimore.' 

Between  Pueblo  and  Denver,  a  distance  of  118  miles, 
and  between  Wells,  Nevada,  and  Wionemucca,  Nevada, 
a  distatice  of  185  miles,  the  dngle  tracks  of  two  sepuate 
railroads  were  operated  as  the  double  track  of  one  rail- 
road, thereby  increasing  their  combined  capacity.* 

Between  Oakland  and  San  Francisco  separate  feiry 
services  had  been  operated  by  the  Southern  Pacific,  tba 
Santa  Fe,  and  the  Western  Pacific  roads.  As  the  ferry 
facilities  of  the  Southern  Pacific  were  ample  to  serve  the 
traffic  of  the  three  roads,  the  passenger  trains  of  the 
Santa  Fe  and  of  tiie  Western  Pacific  were  brought  into 
the  Oakland  Mole,  and  their  passengers  used  the  ferries 
of  the  Soutiiem  Pacific* 


■  lUd,  IKnioii  ol  OpantioD. 
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The  utilization  of  motive  power  was  made  much  more 
effective  through  unified  control.  Surplus  power  on  one 
road  or  in  one  re^on  was  quickly  transferred  to  another 
road  or  region  where  a  shortage  existed.  >  When  the  shop 
facilities  of  one  road  were  inadequate,  or  were  overtaxed 
by  locomotives  in  need  of  repairs,  some  of  these  loco- 
EQotives  were  taken  to  other  roads  with  greater  shop 
oapadty  and  there  repaired.  Baltimore  ft  Ohio  loco- 
motives, for  example,  were  repured  in  shops  of  roads  in 
the  Northwest  region. 

Id  the  case  of  freight  cars,  which  had  practically  been 
pooled  under  the  operations  of  the  Railroads'  War 
Boaid,  the  poolii^  under  federal  control  was  made  much 
more  complete.  During  the  greater  part  of  federal  con- 
trol the  payment  of  car  hire  (per  diem  charges)  as  be- 
tween roads  in  federal  control  was  waived,  and  each 
road  was  instructed,  as  regards  running  repairs  or  shop 
repairs,  to  give  the  same  care  to  cars  of  other  roads  as  it 
gave  to  its  own  cars.* 

The  Car  Service  Section  bad  complete  control  over 
distribution,  and  shifted  the  cars  to  where  they  were 
most  needed  without  regard  to  ownerdiip.  In  the  proc- 
ess of  distribution  of  empties,  the  cars  were  often  dis- 
[wtched  in  solid  train  lots  as,  for  example,  when  they 
were  uTgentiy  needed  in  the  West  early  in  the  spring  of 
1918  for  the  movement  of  food  for  export.  These  trains 
of  empties  were  arbitrarily  routed  via  the  roads  which 
could  handle  them  most  expeditiously  and  with  the  least 
interference  with  loaded  car  movement.  The  normal 
ear  service  rules,  which  provide  that  the  burden  of  the 
empty  movement  shall  be  assumed  by  the  road  or  roads 
which  received  the  revenue  from  the  loaded  movement, 

■  7tept«etiMo(tnorf«niiickioamotiTcafn>ma»raMltoMioUi<iRiadluulb<aB 
tawwmtod  by  th*  BallnNHli'  Wm  BomiI. 

•  TtkpIudidiKitvo^iBtUactorib'.  It  wlU  b*  dtaouMsl  turtbn  in  nrhwinc  th* 
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were  set  amde.  IIub  policy  naturally  resulted  in  a  some- 
what higher  percmtage  of  empty  car  miles  to  total  car 
miles,  but  tiie  loss  was  counterbalanced  by  a  reduction 
in  car  shortage  at  the  points  where  the  traffic  of  vital 
importance  originated. 

Mention  should  here  be  made  cA  the  policy  t&  dis- 
patching solid  tnuns  of  foodstuffs  and  other  frdg^t  of 
similar  character  from  the  West  intact  to  the  seaboard. 
Tho  this  is  not  an  ectmomical  method  of  transportatum 
(because  the  TnftTJTniim  economical  weight  of  the  train 
varies  with  the  rate  of  the  grades  and  the  power  of  the 
locomotive,  and  these  differ  widely  on  individual  rait 
roads)  the  practice  did  much  to  expedite  the  movement 
of  freight  then  badly  needed  in  France. 

The  first  general  order  issued  by  the  Director  Gen- 
eral (No.  1,  December  29, 1917)  directed  that  shipper^ 
designation  of  routes  should  be  disregarded  when  frraght 
might  be  moved  with  greater  expedition  or  more  ^ 
ciently  by  otJier  routes.  It  provided  also  that  traffic 
agreements  between  carriers  were  not  to  be  allowed  to 
interfere  with  expeditious  movement.  This  has  been 
called  the  poUcy  of  short-routii^  of  freight.  It  was 
frequently  referred  to  by  Mr.  McAdoo  in  reports  and 
public  stat^nents  as  an  important  reform  instituted 
under  federal  control.  In  the  writer's  opinion  the  im- 
portance of  this  factor  has  been  much  overestimated. 
It  is  true  that  the  annual  reports  of  the  regional  direc- 
tors contain  r^eiences  to  large  savings  in  car  miles. 
These,  at  very  best,  are  estimates,  and  even  if  they  were 
correct,  the  estimated  savings  were  but  a  fraction  of  one 
per  cent  of  the  total  car  miles.  In  practice  it  was  found 
that  the  traffic  Buffered  least  delay  when  moved  via  the 
normal  routes.  A  shifting  of  the  load  from  the  longer  to 
the  shorter  route  frequently  found  the  latter  undei^ 
equipped  for  the  overload,  {md  resulted  in  congestion. 
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Savings  based  on  estimated  reductions  in  car  miles  were 
in  many  cases  entirely  neutralized  by  the  higher  cost  of 
moving  tiie  cars  via  the  shorter  and  more  coi^ested 
routes.^ 

To  some  extent  the  strain  caused  by  the  unusual 
volume  of  export  frei^t  traffic  was  lessened  by  the 
work  of  tiie  Exports  Control  Committee.  It  consisted 
of  a  representative  of  the  United  States  Railroad  Ad- 
ministration, a  major  general  representing  the  army,  a 
rear  admiral  representing  the  navy,  a  steamship  e^rao- 
utive  representii^  the  Shipping  Control  Committee, 
and  a  traffic  expert  representing  the  Allies.  This  com- 
mittee was  created  on  Jtme  11,  1918,  for  the  purpose  of 
determinii^  the  probable  amoimt  of  freight  to  be  ex- 
ported for  war  purposes  and  to  work  out  a  plan  for  its 
most  effective  distribution  through  the  several  ports. 
As  a  result  of  its  conferences,  and  in  oodperation  with 
the  Railroad  Administration  and  the  Shipping  Board,  a 
substantial  portion  of  the  export  frdght,  principally  for 
the  Allies,  which  normally  would  move  through  the 
North  Atlantic  ports,  was  diverted  to  the  South  Atlantic 
and  Gulf  ports. 

Another  phase  of  unification,  fanuliar  to  the  pubUc, 
was  in  the  consolidated  ticket  offices.  In  more  than  one 
hundred  of  the  important  cities  in  the  country  the  "up 
town  "  selling  of  tickets,  both  railroad  and  Pullman,  was 
concentrated  in  one  office  which  took  the  place  of  a 
lai^  number  of  separate  ticket  offices  in  each  city.  In 
New  York  and  in  Chicago  more  than  one  consolidated 
office  was  found  necessary,  but  in  the  other  cities  the 
edngle  central  city  office  was  substituted  for  the  separate 
offices  of  the  local  and  "off-line"  roads.  At  the  same 
time  all  arrangements  between  t^e  railroads  and  tourist 
or  edmilar  agendes  were  canceled.    In  all,  101  consol- 
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idated  tdcket  offices  were  established.  They  took  the 
place  of  664  passenger  ofi&oea  which  were  in  ezistenoe 
prior  to  federal  control.  In  his  report  to  the  President, 
for  the  seven  months  ended  July  31, 1918,  the  Director 
General  estimated  that  the  cloong  of  the  off-line 
agencies  and  t^e  consolidation  of  ticket  offices  r^ie- 
sented  a  yeariy  saving  of  116,566,633,  to  i^ch  he 
added  an  item  of  S7,000,000  to  be  saved  by  the  prao- 
tical  dimination  tA  advertiedng,  moving  a  total  est^ 
mated  saving  in  the  three  items  of  $23,566,633.> 

Much  publicity  was  given  to  the  AdministrafJOD's 
policy  of  standardizing  the  design  of  locomotives  and 
freight  cars.  Mr.  McAdoo's  statement  that  there  were 
"2023  different  styles  of  freight  cars  and  almost  as  many 
different  descriptions  of  locomotives,"  *  api>ealed  to  the 
public  imagination,  as  did  also  hie  announcement  that  a 
committee  of  experts  of  the  Rulroad  Administratioii 
had  agreed  upton  twelve  standard  types  of  frnght  car 
and  six  standard  types  of  freight  locomotive  of  two 
weights  each.  Obviously  the  process  of  standardization 
would  make  the  problems  of  new  construction  mudi 
easier  and  eventually  would  reduce  the  cost  of  main- 
tenance. In  1918  the  Director  General  ordered  1430 
locomotives  and  1000  freight  cars  of  standard  design. 

Under  the  terms  of  the  contract  between  the  Director 
General  and  the  railroad  companies  the  Director  Goi- 
eral  was  required  to  secure  the  approval  of  the  corpora- 
tion before  he  could  permanently  assign  any  of  the  new 
standard  equipment  to  that  corporation.  There  was 
much  opposition  to  the  universal  adoption  of  these 
standards  and  long  drawn  out  controvereies  over  the 
assignment  of  the  new  equipment  to  the  individual 
companies.    The  Railway  Age,  the  leading  technical 

■  Od  tlik  poiBt  ako  eompan  whkt  la  lakl  balow. 
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nulroad  joiimal,  devoted  much  space  to  criticism  of  the 
policy/  and  much  lime  and  effort  were  expended  by  the 
spokesmen  for  the  Administration  in  defending  it. 

An  analyds  of  the  conflictii^  views  on  the  subject 
indicates,  however,  that  the  raihoad  companies  had  no 
quarrel  with  standardization  as  a  principle.  PracticaUy 
all  of  the  D^ative  arguments  attached  to  the  degree  in 
which  the  principle  was  applied.  Many  of  the  larger 
railroad  systems,  such  as  the  Pennsylvania,  t^  Union 
Pacific,  and  the  Southern  Pacific,  had  been  following 
the  principles  of  standardization  for  years,  and  the 
Master  Car  Builders*  Association  and  the  American 
Railway  Association  had  made  substantial  progress 
toward  standardization  in  freight  car  de^pi.  There 
was  a  natural  resentment  against  the  upsetting  of  these 
programs  by  the  enforced  adoption  of  new  standards 
which  had  been  somewhat  hurriedly  adopted  by  Admin- 
istration experts  of  no  greater  professional  standii^  than 
the  experts  of  the  larger  individual  systems,  who  had  a 
more  intimate  knowledge  of  the  peculiar  local  needs. 

Many  flaws  may  be  picked  in  the  details  of  the  gov- 
ernment standards.  It  can  easily  be  shown,  for  ex- 
ample, that  the  requirements  of  an  individual  road 
cannot  be  efficiently  met  by  any  one  of  the  twelve  stand- 
ard types  of  locomotive.  On  one  road,  for  example,  the 
lifter  type  of  locomotive  designed  for  slow  freight 
service  was  not  quite  powerful  enough  to  haul  the  train 
which  the  locomotive  of  local  design  could  haul.  The 
heavier  type  of  standard  locomotive,  on  the  other  hand, 
exceeded  the  capacity  of  the  brieves.  That  road  had  to 
choose  between  a  loss  in  train  loading  efficiency  with  the 
lighter  type  of  locomotive,  or  undertake  an  expensive 
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program  of  bridge  BtTengthemng  or  rebuilding.  If  it 
accepted  the  second  alternative  it  faced  the  fact  Uiat  the 
additional  capital  expenditures  for  bridges  would  earn 
returns  only  on  the  heavier  trains  hauled  by  the  rela- 
tively few  new  locomotives  and  could  not  avail  iteeU 
fully  of  the  additional  capacity  of  its  line  \intil  all  of  its 
own  standard  of  locomotive  were  displaced  by  the 
heavier  standard  of  the  United  States  Railroad  Admin- 
istration. 

In  another  case  a  road  witii  heavy  grades  had  vmAsd 
out  a  deagn  of  locomotive  which  with  a  lighter  type  as  a 
helper  on  the  m^Timiim  grade  gave  a  wifyyitnum  of 
power  utilization  both  on  the  minor  grades  with  aob 
locomotive  and  the  major  grade  with  two  locomotives. 
In  that  case  there  was  no  possible  combination  with  the 
new  standards  which  would  give  the  same  d^pee  of 
train  loading  efficiency. 

It  was  pl^,  therefore,  that  the  Administration's 
'  standards  were  too  few  in  number  to  meet  all  of  the  re- 
quirements of  the  different  physical  and  traffic  cha^ 
acteristics  of  the  160  Class  1  roads  in  federal  control 
And  it  was  equally  plain  that  some  compromise  mi^t 
profitably  be  made  between  a  policy  of  arbitrarily  fixing 
a  few  types  to  meet  all  conditions  and  a  policy  of  in- 
dividuality and  r^iard  only  for  local  needs.  Two  or 
three  times  the  number  of  types  prescribed  by  the  Ad- 
ministration would  probably  save  nearly  all  of  the 
advantages  of  standardization  and  at  the  same  time 
would  give  each  road  the  opportunity  to  select  a  type  w 
types  which  it  could  use  without  loss  of  efficiency. 

The  case  for  the  standardization  of  the  freight  car  is 
stronger.  Locomotives  ordinarily  are  confined  in  sravice 
to  the  rails  of  the  owning  company.  Freight  cars  are 
used  in  common  imder  car  service  rules  and  the  per  diem 
rules  agreement.  They  are  repaired  (with  certain  excep- 
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ti<Mis)  on  the  road  where  the  need  of  the  repairs  devdops. 
The  average  freight  car  of  an  individual  road  is  at  home 
not  much  more  than  one-half  of  the  time.  Obviously  If 
there  is  a  common  standard  for  the  types  of  car  used  for 
the  great  bulk  of  the  interchanged  traffic,  each  road  will 
be  required  to  cany  a  much  smaller  stock  of  repair  parts, 
and  there  will  be  a  reduction  in  tiie  time  now  lost  by  cars 
which  are  held  while  the  repairing  road  is  obtaining 
parts  of  special  design. 


SmpuncATioN  of  AccouNTiNa 

The  tranation  from  private  to  federal  control,  the 
aqiaration  of  the  accounts  as  between  the  corporation 
and  the  government,  and  tiie  provisions  of  the  contract 
between  the  Director  General  and  the  railroad  com^ 
panies,  necessitated  a  great  deal  of  additional  accoimt- 
ii^  work.  Shortly  after  federal  control  b^an,  and 
b^ore  the  separation  was  made  between  federal  and 
corporate  accoimljng  forces,  the  railroads  were  in- 
structed to  keep  two  sets  of  accounts — one  reflecting 
federal  transactions,  the  other  reflectii^  the  afffurs  of  the 
railroad  company.^  When  the  federal  and  corporate 
forces  were  split,  the  former  was  concerned  only  with 
the  federal  accounts;  but  very  heavy  additional  biutlens 
■w&ce  placed  upon  the  accounting  department  by  the 
special  accoxmts  and  statistics  required  by  the  Director 
General,  the  Diviaon  of  Accoimting,  the  Divison  of 
Coital  Expenditures,  and  other  departments  of  the 
Administration.  In  July,  came  still  further  burdens, 
from  the  order  requiring  the  standardization  of  operat- 
ing statistics  in  greater  detail  than  had  been  customary 
on  the  majority  of  roads. 

Aa  an  ofiFset  to  these  addition^  burdens,  several  inno- 

I  Oaani  (Mm  No.  tT,  Airil  S,  161S. 
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vationB  were  ordered  which  had  the  effect  of  reducing 
the  normal  accounting  xequirements  pertaining  to  int^ 
road  transactions.  Since  the  policies  of  unification, 
diversion  of  traffic,  pooling  of  freight  cars,  and  many 
other  practices  tended  to  destroy  the  noimal  relation  of 
operating  expenses  to  operating  revenues  of  an  individ- 
ual road,  several  accounting  short-cuts  were  autiiorised. 
The  government  was  not  particulariy  interested  in  the 
absolute  accuracy  of  the  accounts  of  an  individual  road 
as  a  unit  in  relation  with  other  roads.  It  was  primarily 
interested  in  the  combined  results  for  all  of  the  roads 
as  a  national  system.  The  diversion  of  traffic  and  tbe 
unffication  of  facilities  and  equipment  worked  ^;ainst 
the  individual  showii^  of  a  part  of  the  railroads  aod 
correspondingly  improved  the  showing  of  the  othen. 

The  first  step  was  the  adoption  of  the  universal  intep 
line  waybill,*  The  plan  provided  that  all  freight  moving 
as  through  shipments  over  the  rails  of  two  or  more  rail- 
roads was  to  be  billed  through  from  point  of  origin  to 
destination  regardlesa  of  the  absence  of  joint  raiea.  This 
method  eliminated  a  great  deal  of  re-billing  at  jimction 
points,  reduced  the  delay  to  freight  on  that  accoimt,  and 
amplified  revenue  accounting. 

Then  came  the  instructions  ■  to  discontinue  the  tech- 
nical and  arithmetical  checkii^  of  bills  as  between  roads 
in  federal  control.  This  change  was  meant  to  ^ply 
particularly  to  the  tens  of  thousands  of  inter^-oad  bills 
each  month  for  fre^t  claims,  car  repairs,  equipment 
rents,  joint  facilities  and  the  like,  and  the  statementa 
pertaining  to  the  settlement  of  joint  revenues  on  int^- 
line  freight  and  passenger  traffic.  The  billing  road  was 
enjoined  to  use  care  in  the  preparation  of  the  bill  and  the 
debtor  road  was  obliged  to  assume  its  technical  and 
arithmetical  accuracy. 

■  GaMral  Ocd«  Na  11,  Mwoh  ID,  1618.  ■  Ibid. 
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The  next  step  '  provided  amplified  bases  for  the  ap- 
portionment of  interline  freight  revenue.  Instead  of 
continuing  the  fornix  plan  under  which  each  road  deter- 
Doined  from  the  waybill  records  the  balance  due  it  from 
each  road  and  the  amount  of  its  indebtedness  to  each 
road,  the  debit  or  credit  balances  as  between  roads  were 
to  be  based  on  what  are  termed  "road  to  road  per  cents." 
These  per  cents  were  to  be  computed  for  each  route 
from  t^e  records  of  1917.  In  effect  the  new  plan  pro- 
Tided  for  a  division  of  joint  freight  revenues  as  between 
carriers  in  the  same  proportions  that  such  revenues  on 
interline  freight  traffic  were  divided  in  the  year  pre- 
cefling  federal  control.  Later  on  a  "short  cut"  was  au- 
thorized for  the  simplification  of  inteiiine  passenger 
revenues.' 

A  further  reduction  in  accounting  work  was  author- 
ised on  June  12th*  idien  accounting  for  freight  car  hire 
(jwr  diem)  was  discontinued  as  between  roads  in  federal 
control.  Simplified  bases  were  provided  also  in  the 
same  order  for  the  making  of  bills  for  joint  fadlities, 
and  under  date  of  October  5tb  a  plan  for  reducing  the 
accountii^  worin  connected  with  the  exchange  of  tnlls 
for  repairs  to  equipment  was  made  effective.* 


Standabdization  of  Oferatino  Caustics 

Under  the  rules  of  the  Interstate  Commerce  Conunift- 
sion  the  accotmting  practices  of  the  railroads  have  been 
standardized  for  many  years.  To  a  very  limited  extent 
this  standardization  applied  to  the  statistics  of  per- 
foimance  —  locomotive  miles,  train  miles,  car  miles,  ton 
miles,  and  passenger  miles.  But  no  steps  had  been 
taken  to  bring  about  imiformity  in  the  field  of  operatii^ 

1  Goanl  Orda  No.  31,  A[>n  3i,  Ifilg.     ■  Ovwnl  Oid«  No.  SI,  Jont  13, 1018. 
'  On«d  Old*  No.  S3,  Jvat  30, 1S18.     •  0«IM»1  Ofdv  No.  47,  OMobar  S,  IMS. 
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BtatiBtics.  Each  road  had  gone  its  own  way  in  develop- 
ing the  reports  which  were  deagned  to  show  the  ef5- 
eiency  of  tiie  various  operatii^  activities  and  to  refieot 
unit  costs. 

The  need  for  uniformity  in  this  field  as  well  as  m  the 
field  of  accounting  was  realized  when  an  attempt  vat 
made  during  the  first  three  months  of  federal  control  to 
put  together  a  compomte  picture  of  operating  results 
from  the  large  niunber  of  spedal  reports  which  had  been 
sent  to  the  Director  General  at  his  request.  There  waa 
BO  much  diversity  in  the  content  of  the  reports  and  in  the 
bases  used  that  it  was  impracticable  so  to  combine  the 
figures  as  to  show  the  results  for  a  region  or  for  ihe 
nulroads  as  a  whole. 

To  meet  the  needs  an  Operating  Statistics  Section  wu 
oiganized  eariy  in  May  and,  effective  August  1st,  a  EiyB- 
tem  of  standardized  operating  statistics  was  promul- 
gated. While  the  new  plan  was  desgned  primarily  to 
supply  the  central  administration  and  the  re^onal 
directors  with  the  necessary  information  for  each  road 
and  each  region,  the  forms  were  drawn  so  as  to  be 
equally  valuable  for  intrar-raih*oad  purposes.  As  a  result 
the  complete  statistical  indices  of  perfonnance  and 
operating  efficiency  were  made  available  to  the  operat- 
ing  officers  of  all  railroads  and  to  the  public,  as  well  as  to 
tiie  Railroad  Administration,  without  the  former  unco^ 
tunties  and  qualifications  as  to  bases  and  methods.  The 
operating  officers  were  furnished  with  much  more  in- 
formation than  they  had  ever  before  had  conceming 
noghborix^  roads  with  which  they  could  fairly  make 
comparisons,  and  in  the  majori^  of  cases  the  new  re- 
ports gave  them  more  information  concerning  their  own 
toads  than  theretofore  had  been  available  to  them.' 
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Fassbnobb  Sbbtice 

With  the  United  States  RaUroad  Administration 
pledged  to  the  single  purpose  of  operating  the  railroads 
80  that  th<^  would  assist  most  effectively  in  war,  it  was 
inevitable  that  there  would  be  a  curtailment  in  servioe 
f <nr  civilian  travelerB  and  limitations  upon  the  transpor- 
tation of  non-easential  freight. 

One  of  Mr.  McAdoo's  first  public  statements  (that  of 
JanuAiy  6,  1918)  as  Director  General  dealt  with  the 
reduction  in  passenger  train  mileage.  The  Railroads' 
War  Board  had  already  made  substantial  reductions, 
but  the  Director  General  went  much  further.  In  Maj 
he  fq)proved  a  drastic  rearrangement  of  the  servioe 
west  of  Chicago.  The  reductions  were  estimated  to  save 
11,728,000  passei^er  train  miles  per  year.  They  were 
accomi^iBhed  by  abandoning  duplicate  service  between 
Chicago  and  the  Pacific  coast  cities  and  wwigning  to  the 
short  and  direct  routes  to  each  d^  tiie  fastest  through 
service.  Under  tins  plan  the  Santa  Fe  was  to  be  the  prfr> 
fetred  route  to  Lew  Angeles;  the  Chicago  dc  North- 
woBt^n,  the  Union  Pacific,  and  the  Southern  Pacific  to 
San  FranciBco;  the  Burlington  and  the  NoiUiem  Paoifio 
to  ForUand,  and  the  Chicago,  Milwaukee  tfc  St.  Paul 
to  Seattle.  Similar  plans  were  adopted  in  other  sections 
oX  the  country  as,  for  example,  between  Chicago  and  the 
Twin  Cities,  Chicago  and  St.  Louis,  and  New  Yoi^  and 
Florida  points.  In  the  a^^r^ate  the  savings  in  paa- 
B^iger  train  miles  during  the  first  seven  months  of  fed- 
eral control  were  at  the  rate  of  67,290,482  per  year.  The 
Administration  frankly  attempted  to  discourage  civilian 
travel;  but  its  appeals  apparently  made  little  impresedon 
upon  the  public.  The  volume  of  passenger  traffic  grew 
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steadily  and  duiing'the  two  years  of  federal  control  ex- 
ceeded all  previous  records.'^ 

In  addition  to  the  curtailment  in  passenger  train  mile- 
age there  was  a  drastic  cut  in  the  number  of  parior  cara 
and  dining  cars,  as  well  as  a  reduction  in  the  number  of 
deeping  cars.  The  general  policy  was  to  nm  only  the 
number  of  sleeping  cars  regulariy  asagned  to  each  train 
and  not  to  put  on  extra  cars  and  nm  extra  train  sections 
except  imder  unusual  circumstances.  Observation  cars 
and  Pullman  smoking  and  buSet  cars  were  practically 
eliminated,  as  were  many  other  "frills"  connected  witii 
the  extra  fare  trains. 

From  the  viewpoint  of  the  public,  the  consolidated 
ticket  offices  had  certain  advanti^^.  The  trsvder 
could  purchase  tickets,  arrange  for  Pullman  car  reserva- 
tions, obtain  information,  and  secure  other  services  at 
one  central  point  for  any  or  all  of  the  routes  available  for 
his  intended  trip.  In  case  the  sleeping  cars  via  one  route 
were  sold  out,  he  could  change  to  another  route  witiiout 
goii^  to  another  office.  Tickets  for  points  served  by  two 
or  more  railroads  were  honored  via  any  route.  On  the 
other  hand  there  were  certcun  disadvantages.  The  very 
size  of  the  office  and  of  the  volume  of  bumness  trana* 
acted  required  a  much  larger  number  of  clerks  than 
had  ever  worked  together  in  one  ticket  office.  It  took 
months  to  weld  them  into  a  amooth-woridng  d^udza- 
tion.  At  the  hours  of  the  peak  load  there  was  much 
standing  in  line,  and  trying  delays.  In  a  few  offices,  such 
as  those  in  New  York  and  Chicago,  there  was  a  sub- 
divifflon  of  the  office  oi^^anisation  by  roads  or  sections  of 
the  cotmtry.   In  the  majority  of  cases,  however,  there 
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was  no  such  subdivision.  A  ticket  clerk  whose  previous 
experience  had  been  confined  to  one  road  or  section  had 
to  become  familiar  with  all  roads  or  sectlooB  served  by 
that  office.  This  took  time,  and  in  the  process  there  was 
a  loss  in  the  quality  of  service.  The  defects  in  the  service 
of  the  consolidated  ticket  offices  grew  less  obvious  as  the 
oiganization  "fotmd  itself,"  and  the  clerks  became  more 
familiar  with  their  broader  range  of  work,  but  the 
typical  traveler  missed  the  former  stimulus  of  competi- 
tion between  separate  passenger-soliciting  forces. 


Fbeioht  Service 

While  the  man  who  traveled  was  asked  to  make 
substantial  sacrifices  in  the  interest  of  the  expeditious 
movement  of  troops  and  of  war  mateiials,  it  is  doubtful 
if  he  contributed  any  more  to  the  common  cause  than 
the  average  shipper  of  freight  which  was  not  included  on 
the  priority  lists.  The  traffic  for  export  or  for  other  war 
purposes,  which  moved  under  priority  orders,  was  such 
a  lai^  part  of  the  total  that  the  shipper  of  freight  out- 
nde  of  the  priority  list — t^e  man  who  was  trying  to 
cany  on  "business  as  usual" — had  much  to  contend 
with.  To  keep  a  complete  control  of  the  freight  situa- 
tion and  avoid  congestions  such  as  those  of  the  last  two 
or  three  months  of  1917,  the  embargo  method  was  so 
frequentiy  used  that  the  ordinary  8hq>per  was  kept 
"guessing"  as  to  whether  his  shipment  would  be  ac- 
cepted at  all  and  if  accepted  when  it  would  reach  its 
destination. 

The  permit  Gystem  was  adopted  imder  these  circum- 
stances, and  had  much  to  commend  it.  It  was  applied 
primarily  to  export  freight  but  to  a  limited  extent  was 
applied  also  to  domestic  traffic  destined  to  points  in  the 
congested  areas.  The  system  had  much  to  do  with  the 


^dbyGoogle 


326  QVASTBRLY  JOURNAL  OF  KONOMICa 

reduction  in  the  accumulation  of  f  raght  at  seaboard  and 
prevented  further  blockades.  Under  the  pennit  plan  a 
shipment  for  a  seaport  or  other  de^nated  destanatiffli 
would  not  be  accepted  by  the  lailroadB  at  the  shipping 
point  until  a  permit  was  issued,  and  the  permit  would 
not  be  issued  until  it  was  known  tiiat  the  consignee  wu 
prepared  to  receive  the  shipment.  Under  former  con- 
ditions the  shipper,  in  the  absence  of  a  specific  embargo, 
could  deliver  his  freight  to  the  railroad  r^aidless  of  the 
ability  or  inability  of  the  condgnee  to  take  the  fr^it 
on  its  arrival  at  destination.  The  new  method  in  effect 
eontroUed  the  flow  of  traffic  at  the  source  and  prevented 
accumulations  of  cars  at  destination,  particularly  at  the 
seaboard.  It  proved  of  such  value  that  the  railroad 
companies,  on  the  return  to  them  of  their  lines,  re- 
tfuned  it  as  regards  export  traffic. 

An  important  innovation  was  the  "Sailing  Day 
Plan";  better  called  the  shipjung  day  plan.  It  was  ap- 
plied to  the  movement  of  less  than  car  load  freight  and 
was  deagned  to  brii^  about  the  better  utilization  of 
b^ght  cars  by  securing  a  heavier  average  load  per  ear. 
Schedules  were  worked  out  from  the  principal  less  than 
car  load  shipping  points  and  freight  of  that  class  forcer- 
tain  destinations  or  certun  transfer  points  was  held  for 
tlirough  cars  which  would  run  on  specified  days  of  tlie 
week.  The  daily  loading  of  this  freight  to  transfer  sta- 
tions, when  the  tonnage  for  one  destination  did  not 
justify  a  through  car,  had  caused  congestion  at  many 
transfer  points.  Under  the  new  plan  the  assembly  of 
less  than  car  load  shipments  into  larger  car  load  units 
reduced  the  number  of  transfers  and  saved  some  of  the 
delay  to  fre^ht. 

Yet  the  plan  was  not  generally  approved  by  shippers, 
as  it  gave  certain  distributing  centers  an  advantage  over 
other  competii^  distributing  centers  to  common  mai^ 
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kets  when  the  traffic  from  the  first  was  greater  than  that 
from  the  second  and  therefore  justified  more  frequent 
service. 

The  abolition  of  tiie  off-line  frraght  ^encies  took 
away  a  form  of  service  which  had  not  been  appreciated 
fully  until  the  offices  were  closed.  While  primarily 
frdght  soliciting  agenda,  th^  acted  also  as  bureaus  of 
information  for  the  shipping  public  and  as  such  were  of 
much  convenience  to  the  shippers.  The  tracing  of  ship- 
ments was  of  real  value.  The  New  York  representative 
of  a  western  road  would  obtun  reports  of  cars  destined 
to  or  coming  from  points  on  his  line  and  on  request 
would  keep  the  shippers  informed  of  their  location  and 
probable  delivery  or  arrival.  The  offices  were  clearing 
houses  for  various  kinds  of  commercial  information,  and 
the  soliciting  forces  naturally  did  their  best  to  serve  their 
patrons  and  create  the  good  will  so  valuable  in  traffic 
T^tioDS.  When  it  was  made  clear  to  the  Railroad  Ad- 
ministration that  this  feature  of  the  off-line  agency  serv- 
ice was  a  real  loss  to  the  shippers,  an  attempt  was  made 
to  ^ve  similar  information  in  central  freight  infomutp 
tion  bureaus  in  important  centers,  but  the  substitute 
was  regarded  by  the  shipping  public  as  poor. 

iNCBBASEa  IN  RaTBB 

It  was  clearly  apparent  when  federal  control  b^an 
that  the  existing  rate  scale  woiild  not  yield  sufficient 
revenue  to  enable  the  government  to  earn  the  guar- 
anteed rental.  The  power  of  the  Director  General  to 
establish  rates  was  not  determined  until  the  passage  of 
tJie  Federal  Control  Act.  The  Act  gave  him  authority 
to  initiate  rates  and  regulations  by  filing  the  tariffs  with 
the  Interstate  Conmierce  Commission,  but  the  Com- 
mission was  shorn  of  its  power  to  suspend  such  rates 
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pending  final  deternunation  of  their  justness  and  re^ 
sonableneae.  The  Commission  was  authorized  to  hold 
hearings  if  complaints  were  made  and,  after  such  hear- 
ings to  make  such  finHingn  or  orders  as  are  authorind 
by  the  Interstate  Commerce  Act;  but  the  Commission 
was  also  required  to  take  into  account  the  fact  that  the 
transportation  systems  were  being  operated  under  a 
unified  and  codrdinated  control  and  not  in  compeUtion. 
It  was  provided  further  that  when  the  Director  General 
certified  to  the  Conunission  that  increased  revenuee 
were  necessary  to  defray  the  expenses  of  federal  contid 
and  operation,  the  Commission  should  take  such  finding 
and  certificate  into  conaderation  in  detennining  tbe 
justness  and  reasonableness  of  the  Director  Genend's 
changes  in  rates  and  regulations. 

The  Federal  Control  Act  which  contained  this  au- 
thority was  not  approved  until  March  21,  1918.  Steps 
were  taken  at  once  to  determine  the  extent  and  the 
form  of  the  necessary  increases.  On  May  25th  an  orda 
was  issued  which  in  general  tenn^  horizontally  increased 
freight  rates  about  25  per  cent  and  advanced  the  pas- 
senger rate  to  three  cents  per  mile.  Where  the  existing 
rate  was  higher  than  three  cents  per  mile  no  increase  was 
ordered.  Suburban  fares  were  increased  10  per  cent 
The  passenger  fare  increase  as  a  whole  was  estimated  to 
be  about  20  per  cent.  A  surcharge  of  one-half  cent  per 
mile  for  passengers  iising  Pullman  cars  was  also  ordered. 
These  were  the  only  general  rate  increases  initiated  by 
the  United  States  Railroad  Administration,  altho  num- 
erous adjustments  in  individual  rates  were  made  lat«r, 
most  of  them  resulting  in  reductions  rather  than 
increases. 

To  provide  an  effective  organization  for  the  adjust- 
ment of  compUunts  concerning  fre^t  rates  and  regula- 
tions, 24  local  and  3  general  freight  traffic  conunittees 
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were  created,  upon  which  the  public  had  representation. 
Proposed  changes  were  passed  by  the  local  committee 
to  the  general  committee  and  then  to  the  Director  of 
Traffic,  with  a  copy  to  the  Director  of  Public  Service. 
Every  change  had  to  be  approved  by  the  two  Directors, 
or,  if  they  divided  in  opinion,  the  Director  Gieneral  was 
called  upon  to  decide.  The  public  representatives  on 
these  committees  were  usually  selected  by  the  shippers' 
ofganizations.  Individually  their  votes  bad  equal 
weight  with  tiie  votes  of  the  individual  railroad  mem- 
bers, but  the  public  members  were  in  the  minority.  The 
railroad  members,  therefore,  controlled  the  majority 
lecomLmendatioD  but  the  minority  influence  was  recog- 
nised. The  arrangement  did  much  to  maintain  amicable 
relations  between  the  ^pping  public  and  the  Railroad 
Administration  during  the  trying  period  of  the  war.* 

On  one  important  task,  begim  a  long  time  ago,  sub- 
stantial progress  was  made.  For  years  the  Interstate 
Ccnnmerce  Conunission  has  been  pressing  for  action 
which  would  bring  about  uniformity  in  freight  classifica- 
tions, and  tiie  railroads  had  been  Btm^ling  with  the 
problem.  As  between  the  official,  southern,  and  west- 
ern classifications  there  had  been  many  variations 
in  the  classification  of  artdcles  and  in  the  regulations 
which  applied  to  the  classification.  Under  the  unificap 
tion  broi^t  about  by  federal  control  there  appeared 
to  be  an  excellent  opportunity  to  secure  the  necessary 
compromises  between  the  railroads  themselves  and  be- 
tween shippers  and  railroads.  The  fact  that  any  plan  of 
uniformity  meant  losses  to  some  of  the  railroads  if  the 
lowest  classification  in  any  territory  were  adopted  uni- 
formly and,  conversely,  meant  higher  freight  chai^ies  to 
the  shippers  if  the  highest  classification  were  adopted, 
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had  been  the  prindpal  stumbling  block  in  the  path  <rf 
progreas.  The  Railroad  Administration  aet  about  vitli 
vigor  to  achieve  the  desired  uniformity,  but  nothing 
definite  was  accomplished  in  1918.  In  1919,  howevtf, 
under  Mr.  Hines'  regime  as  Director  General,  a  coth 
soUdated  classification  was  presented  to  the  Intestate 
Commerce  Commismon;  Mr.  Hines  did  not  care  to 
initiate  it  himself  without  the  prior  approval  of  the 
Commisdon.  Vigorous  oppodtion  on  the  part  of  diQ>> 
pers  developed  at  the  hearings,  and  the  Commisaion 
declined  to  approve  the  plan  of  re-classofication  because 
it  appeared  to  have  the  effect  of  unduly  increasing  rates 
• — the  upward  adjustments  exceeding  those  which  wtro 
downward.  The  Commisfdon,  however,  gave  its  a^- 
proval  to  the  unification  of  the  rules.  Tho  this  in  itedf 
was  an  important  step  forward,  it  is  to  be  r^retted  that 
the  golden  opportimity  presented  by  the  war  period  and 
federal  control  to  solve  an  extremely  troublesome  prob- 
lem was  lost.  The  difiBculties  which  he  in  the  path  of  a 
comjdete  solution  to  the  clasaficatlon  problem  are  now 
as  great  as  they  were  before  federal  control. 

Labob  Pbobuehs 

The  relation  between  the  railways  and  thdr  employees 
ia  a  subject  by  itself,  too  large  for  adequate  treatment  in 
tile  present  disciission,  which  is  concerned  m^nly  with 
the  administrative  and  operating  problems  that  arose 
during  the  period  of  federal  control.  A  brief  sketch  of 
the  course  of  events  will  be  enough  to  indicate  the  bear- 
li^  of  the  labor  mtuation  on  these  problems. 

The  demands  for  lai^  increases  in  wages  which  had 
been  made  upon  the  railways  before  federal  control,  re- 
ceived inomediate  attention  from  the  administration. 
A  commission  of  which  Secretary  Franklin  K.  Lane  was 
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Ghiurman  recommended  in  May,  1918,  conaderable 
increases  of  pay.  The  advances  then  recommoided  were 
greatest  for  those  in  the  lower  grades  of  the  service,  and 
were  designed  to  bring  an  adjustment  in  accordance 
with  the  changed  cost  of  living.  In  the  saibe  month  a 
Board  of  Kailway  Wages  and  Working  Conditions  was 
instituted,  composed  of  representatives  of  management 
and  representatives  of  labor.  On  the  recommendation  of 
this  Board,  ftirther  adjustments  were  made  in  the  course 
of  1918.  The  Director  General  of  his  own  motion  put 
into  effect  the  principle  of  the  8-hour  day,  which  had 
been  established  in  1916  by  the  Adamson  Act.  Some 
other  adjustments  were  nuule,  serving  to  equalize  the 
wages  of  white  and  colored  employees  and  tbose  of  men 
.and  women.  The  combined  result  was  an  increase  in  the 
number  of  employees  and  also  an  increase  in  the  per- 
orait^;e  which  the  payroll  expenses  bore  to  all  operating 
expenses.  On  December  15,  1917,  the  total  number  of 
employees  on  Class  1  roads  was  1,703,684;  on  January 
15,  1919,  tiie  comparable  number  was  1,843,530,  an  in- 
crease of  139,846,  or  8.2  per  cent.  The  payroll  expense 
eonstituted  61.48  per  cent  of  all  operating  expenses  in 
1917;  in  1918  it  was  66.62  per  cent. 

Tha  total  of  the  increases  granted  during  1918  was 
estimated  by  Mr.  McAdoo  to  be  between  1600,000,000 
and  S700,000,000.  In  the  opinion  of  the  present  writer 
the  higher  figure  still  imderstates  the  extent  of  the  in- 
creases, when  account  is  taken  of  the  various  collateral 
increases  and  of  the  many  changes  in  rules.  The  aver- 
age increase  in  wages  in  1919  was  very  neariy  50  pex 
cent,  a  percentage  probably  less  than  that  granted  to 
employees  in  other  industries  with  which  the  railroads 
competed. 
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Operating  Results 

Ab  the  rulroads  were  commandeered  by  the  goven- 
ment  to  meet  a  war  emei^ency,  a  review  of  their  traffic 
accompIi^mientB  during  the  year  1918  is  of  particular 
interest.  It  will  be  recalled  that  the  railroads  serving 
the  North  Atlantic  seaboard  were  badly  congested  iriim 
the  government  took  hold.  At  that  time  there  were 
62,247  loaded  cars  delayed  short  of  th^  ultimate  desti- 
nation. In  addition,  there  were  31,421  cars  held  at  and 
west  of  St.  Louis;  24,836  at  or  west  of  Chicago;  14,061 
at  or  south  of  the  Ohio  River  gateways;  and  15,545  at  or 
south  of  the  Potomac  River  gateways.  These  made  a 
total  of  148,110  loaded  cars  held  short  of  destinatuxt. 
In  the  majority  of  cases  they  were  destined  to  the  r^ 
lively  small  area  embraced  within  a  line  drawn  frton 
Portland,  Me.,  through  Albany,  Rochester,  Harrisburg, 
and  Baltimore. 

The  operating  methods  employed  to  relieve  this  con- 
gestion have  already  been  described.  These  methods, 
in  spite  of  the  imusually  severe  weather  of  January, 
resulted  in  the  practical  clearing  of  the  accumulationB 
by  May  1.' 

During  this  period  the  food  situation  in  the  countries 
with  which  the  United  States  was  associated  in  the  war 
was  exceedingly  acute.  The  needs  were  estimated  by 
the  Food  AdmioiBtrator  to  be  not  less  than  1,160,000 
tons  per  month.  Translated  into  other  terms  that  meant 
between  30,000  and  40,000  loaded  cars  per  month  to  be 
moved  to  the  seaboard  and  the  same  number  of  empties 
to  be  moved  westward.  The  actxial  exports  during  the 
months  of  January,  and  the  estimated  exports  for  Feb- 
ruary, fell  far  short  of  the  Tninirmim  requirements,  and 

■  ABBual  Bvort,  DivUiHi  of  Opantiod. 
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a  forecast  of  the  situation  in  March  was  even  less  en- 
cotirag^g.  Vigorous  steps  were  taken  by  the  Railroad 
Administration  to  give  preference  to  the  transportation 
of  foodstuffs,  so  thai  by  March  15  the  vessel  capacity 
of  the  Allies  was  satisfied  and  there  was  a  surplus  await- 
ing boats. 

A  serious  situation  existed  also  with  respect  to  bitu- 
minoiis  coal.  At  the  be^nning  of  federal  control  there 
was  an  actual  shortage  of  cars  at  the  mines ;  there  was  a 
lack  of  systematic  distribution;  and  there  was  a  serious 
dislocation  of  the  New  England  supply  because  of  the 
withdrawal  of  the  coastwise  water  service.  The  coal- 
carrying  water  equipment  had  been  commandeered  by 
the  navy  and  the  already  overburdened  rail  lines  to 
and  in  New  England  were  called  upon  to  handle  some- 
thing more  than  150  per  cent  of  their  normal  coal  ton- 
nage. An  acute  situation  existed  also  in  the  northwest, 
llirough  methods  which  would  have  been  difficult  to 
apply  except  under  unified  governmental  control  the 
RfUlroad  and  the  Fuel  Administrations  together  worked 
out  a  plan  which  gave  the  needed  relief.  The  coal  pro- 
duction in  February  of  IQIS  exceeded  the  tonnage  of 
February,  1917,  and  thereafter  during  the  year  1918  the 
eoal  situation  was  well  in  hand.  The  greatest  factor  to- 
ward improving  the  situation  was  the  zoning  of  distri- 
bution. Each  of  the  producing  districts  was  assigned 
a  certain  fixed  area  within  which  to  market  its  coal. 
Shipments  outside  of  that  area  were  not  allowed  except 
under  a  permit  from  the  Fuel  Administration.  The  plan 
eUminated  a  waste  of  tranqiortation  by  prohibiting 
unduly  long  hauls  to  destinations  which  could  be  served 
by  nearer  producing  districts.  The  cross-haulii^  which 
had  prevailed  to  a  considerable  degree,  theretofore,  was 
eliminated,  and  coal-carrying  equipment  was  more 
efficiently  utilized.   The  zonii^  plan  fumisbed  also  an 
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incentive  for  utilizing  coal  available  in  tiie  Plains 
states,  which  otherwise  would  not  have  been  pro- 
duced in  competition  with  the  higher  grades  of  other 
districts. 

Of  all  of  the  governmental  demands,  the  movement  of 
troops  was  natiirally  given  the  greatest  attention.  Hie 
Railroads'  War  Board,  as  has  already  been  stated,  was 
praised  by  the  Secretary  of  War  for  the  effective  and 
satisfactory  manner  in  which  the  railroads  had  re- 
sponded to  the  heavy  calls  upon  them  for  transportar- 
tion  of  troops.  The  Railroad  Administration  took  over 
intact  the  oiganiEation  which  had  been  liftTiHling  that 
phase  of  operation  for  the  Railroads'  War  Board  and 
made  it  the  Troop  Movements  Section.' 

Between  January  1,  1918  and  December  31, 1918  the 
railroadB  moved  7,395,310  soldi«!s,  sailors,  and  marines, 
an  average  of  616,276  per  month.  The  mftTimiim  move- 
ment was  in  July,  when  1,147,013  troops  were  moved. 
These  figures  do  not  include  the  large  number  of  officers 
and  men  who  traveled  at  their  own  expense  while  on 
furlough  and  to  whom  the  Railroad  Administration 
granted  a  rate  of  one  cent  per  mile. 

This  troop  movement  required  the  running  of  13,912 
q)ecial  trains,  with  an  average  trtun  joiimey  of  over  800 
miles.  The  average  tnun  consisted  of  12.2  cars  and 
carried  443  men  witli  their  equipment  and  si4>plies. 
The  speed  of  the  special  broop  trains  was  limited  to  20 
miles  per  hour  in  the  interest  of  safety.  Considering  the 
magnitude  of  the  movement  and  the  fact  that  these  were 
eztiA  trains  for  which  special  arrangement  had  to  be 
made,  the  record  shows  a  commendable  freedom  from 
accident.   Sixteen  out  of  the  nearly  fourteen  thousand 

>  OtoTca  HodctB,  who  h>d  cbuc*  ol  tlw  otiaointtoo  bden  uid  tttm  fadwal  «»- 
tniL  and  who  di«d  raddanly  in  th*  ipiina  of  IBlfi.  wu  *«rd«d  iMthnmninly  tlw  IM>- 
tincniibBd  Barrio*  M«dal  u  m  resacDitiim  ot  tlis  nrj  ■usoiiiful  nsults  width  taUowad 
~  >a  of  tlik  In 
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tnuns  met  with  accidente,  which  caused  the  death  of  36 
men  and  injury  to  314. 

There  are  no  complete  data  to  show  the  extent  of 
freight  traffic  for  government  purposes  separate  from 
that  of  other  purposes.  We  must  be  content  to  view  the 
freight  service  as  a  whole. 

It  might  be  thought  that  a  comparison  of  the  ton 
miles  produced  in  19IS  with  those  produced  in  1917 
would  give  a  satisfactory  answer  to  the  question:  Was 
the  Director  General  able  to  operate  the  railroads  as 
^dently  in  1918  as  they  were  operated  during  the  last 
year  of  private  operation  ?  The  ton  miles  of  1917  were 
the  greatest  on  record  and  the  volume  of  traffic  during 
the  last  three  months  was  so  great  as  to  cause  serious 
congestion  and  inability  to  operate  efficientiy  with  the 
overload.  If,  therefore,  the  Director  General  could  pro- 
duce as  many  or  more  ton  miles,  and  at  the  same  time 
could  move  the  freight  with  less  coi^estion  and  less 
delay,  it  would  seem  that  f eder^  operation  in  the  emer- 
gency was  justified  by  the  results. 

On  further  thought,  however,  it  will  appear  that  the 
volxune  of  ton  miles  does  not  furnish  the  complete 
answer.  Is  it  not  conceivable  that  the  Railroad  Admin- 
istration might  have  been  successful  even  if  the  total 
production  in  ton  miles  was  less?  Whether  it  produced 
as  many  ton  miles  as  were  produced  under  private 
operation  is  one  test;  but  the  real  test  is  this  —  did  it 
produce  in  requisite  volimoe  the  particular  kind  of  ton 
miles  that  were  essential  to  the  war? 

An  examination  of  the  records  of  performance  indi- 
cates clearly  that  the  Railroad  Admioistration  met  both 
tests.  The  ton  miles  of  1918  exceeded  those  of  1917 
and  aU  previous  years,  and  the  particular  kind  of  traffic 
which  was  essential  for  war  piu'posea  was  satisfactorily 
transported.   The  volume  of  tonnage  for  non-military 
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purpoees  was  reduced  to  save  the  facilities  for  e&aentjal 
tonnage;  but  in  the  a^r^ate  the  performance  of  1918 
passed  all  previous  records. 

The  following  sununary  of  results  is  taken  from  the 
report  of  the  Operating  Statistics  Section.  The  figures 
do  not  agree  exactly  with  those  of  the  Interstate  Com- 
merce C(»nnu8sioii,  as  the  latter  include  returns  from 
a  few  Class  1  roads  which  were  not  retained  by  the 
government. 

Freiobt  THAxnc  Motbiont  and  Cab  Pibforkamci  ' 
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Fte  cent  loaded  to  total  car  milea 

7.8 

It  will  be  noted  that  the  increase  of  1.8  per  cent  in  tm 
miles  was  accomplished  with  less  train  miles  and  wi^i 
less  car  miles.  Train  miles  show  a  decrease  of  2.6  p« 
cent,  and  car  miles  show  a  decrease  of  2.1  per  cent.  The 
average  train  load  and  the  average  car  load  show  sub- 
stantial gains  —  4.4.  per  cent  increase  in  the  train  load 
and  7.8  per  cent  increase  in  the  car  load.    Two  items  in 
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the  tabulation  show  losses  in  eflBxiiency:  the  percentage 
ot  loaded  to  total  car  miles  and  the  average  miles  per  car 
d&y  were  less  than  in  1917. 

The  increases  in  the  train  load  and  in  the  car  load  an 
explained  in  part  by  the  larger  proportion  of  freight 
which  moves  in  lai^  car  load  lota,  such  aa  coal,  ore, 
iron  and  steel  products,  grain,  and  Eomilar  commodities, 
and  the  smaller  proportion  of  merchandise  and  other 
commodities  which  move  in  relatively  light  car  loads. 
Freight  traffic  was  divided  roughly  into  two  classes  — 
essential  and  non-essential.  The  fonner  was  given  pref- 
oence.  The  essential  freight  included  the  heavy  con> 
modities  which  assist  in  making  a  favorable  record  in  car 
and  train  loading. 

With  respect  to  the  larger  proportion  of  empty  car 
miles  and  the  loss  in  car  miles  per  car  day,  the  decreases 
in  efficiency  are  partly  explained  by  the  policy  of  arbi- 
trarily movii^  the  empties  in  solid  train  lots  and  of 
attempting  to  have  the  empties  available  at  ori^nat- 
iag  points  in  advance  of  the  needs.  The  increase  in  the 
car  load,  also,  was  purchased  at  some  sacrifice  in  car 
movement  per  day  when  cars  were  held  for  the  heavier 
load. 

The  ultimate  index  to  the  efficiency  of  freight  car 
utilization  is  "ton  miles  per  car  day."  This  is  the  re- 
sultant of  the  car  load,  the  per  cent  of  loaded  car  miles, 
and  the  car  miles  per  car  day.  It  will  be  noted  that  the 
gain  of  7.8  per  cent  in  the  load  was  not  sufficient  to  offset 
the  loflses  of  3.6  per  cent  in  loaded  proportion  and  4.6  per 
cent  in  car  miles  per  day.  The  net  loss  in  ton  miles  per 
car  day  was  I.O  per  cent. 

In  passenger  service  as  in  freight  service,  the  per- 
formance in  1918  broke  all  previous  records.  Including 
ihe  movement  of  troops,  the  passengers  carried  one  mile 
in  that  year  were  42,498,248,256,  compared  with  39,- 
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361,369,062  in  1917.  The  greater  part  of  the  8  per  cent 
increase  is  accounted  for  by  military  traffic,  but  there 
was  a  Blight  increase  in  civilian  passenger  traffic,  not- 
withstanding the  curtailment  in  passenger  train  service 
and  the  appeals  of  the  Railroad  Administration  to  "stay 
at  home." 


FlNAKCUL  ReBULTS 

llie  net  operating  income  of  the  railroads  under 
federal  control  for  the  year  1918  fell  short  by  approxi- 
mately 1245,000,000  of  the  amount  which  the  govern* 
ment  pud  in  the  standard  retiun  rentals.  This  defidt 
includes  losses  in  the  operation  of  the  Pullman  car 
lines,  refrigerator  car  lines,  steamship  lines,  and  inland 
waterways,  as  well  as  the  expenses  of  the  central  and 
regional  offices  of  the  Railroad  Administration.  It  does 
not  include  interest  on  expenditures  for  additions  and 
bettermente  made  by  the  Railroad  Administration  but 
paid  for  by  the  companies,  nor  is  account  taken  of 
claims  for  undermaintenance.  The  discussion  of  these 
auxiliary  features  will  be  reserved  for  the  second  aitide, 
in  which  the  complete  results  of  the  federal  control 
period  will  be  reviewed. 

A  complete  and  exact  statement  of  the  financial  re- 
sults for  1018  is  not  available  in  separate  fonn,  but 
summaries  of  the  income  account  were  published 
monthly  by  the  Operating  Statistics  Section.  They 
apply  only  to  Class  1  roads  and  do  not  include  any  of 
the  auxiliaiy  services,  such  as  Pullman  lines  and  steam- 
boats; nor  do  they  include  the  expense  of  the  re^oiud 
and  central  offices  of  the  Administration.  Hie  figures, 
however,  give  a  sufficient  indication  of  t^e  relation  be- 
tween the  aggr^ate  net  operating  income  of  Class  1 
railroads  and  the  rentals  which  were  paid  by  the  govern- 
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meat.  The  difFerence  between  the  two  amounta  repre- 
eente  much  the  greater  part  of  the  deficit  under  fedend 
control. 

CoNDunxD  iNcom  Account* 
CUaa  1  RdlnMdi  in  Fcdml  Cantrd.    Tnn  1018  *od  WIT 
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The  deficit  was  due  to  an  increase  in  operating  ex- 
penses which  was  relatively  and  absolutely  much  more 
than  the  increase  in  operating  revenues.  It  will  be  re- 
called that  a  general  increase  in  freight  and  passenger 
rates  was  made  effective  in  June.  The  wage  increases, 
however,  while  awarded  in  May,  were  made  retroactive 
to  January  1.  In  his  final  report  to  the  Prefddent,  Direc- 
tor General  Hines  estimated  that  if  the  advances  in 
freight  and  passenger  rates  had  been  effective  from 
January  I,  lOlS  the  additional  revenues  in  191S  would 
have  been  $494,000,000,  This  amomit,  of  course,  would 
have  wiped  out  the  deficit  and  would  have  left  a  surplus 
of  nearly  »292,000,000. 

It  was  impracticable,  however,  to  increase  the  rates  at 
the  very  beginning  of  federal  control.  The  reasons  why 

>.  Thsia  ntorn*  ionludii  tha  rmiHi  of  opcntloo  of  ISO  Clan  1 
tc  read  mllsMS  of  3S0,T<W.  Nat  of 
M  dafinitlon  in  the  Pedaral  Contnl  Act, 
BBCoUeotibts  railwar  nv« 
cnta,  ioint  fiudlit;  lantB.  aod  oiiaotl] 
Of  aoy).  Tha  atandud  ntiun  uied  bare  ia  the  flsora  aa  it  ai^Mwad  M 
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they  were  not  made  effective  until  June  have  already 
been  fpven.  The  record,  therefore,  must  stand  as  ^ven 
—  a  deficit  of  over  $200,000,000.^  This  deficit  and  tiie 
deficit  in  1919  are  frequently  referred  to  as  the  "cost" 
of  government  operation. 

As  this  phase  of  the  questdon  is  to  be  discussed  in  tia 
final  review  of  the  results  for  the  entire  period  of  federal 
control,  it  may  be  passed  here  with  the  brief  comment 
that  BO  far  as  the  ultimate  cost  to  the  public  was  con- 
cerned it  made  htUe  difference  whether  the  deficit  in 
1918  was  met  from  the  public  treasury,  or  was  avoided 
(as  might  have  been  done)  by  an  earlier  or  a  targv  in- 
crease in  rates.  In  either  case  the  public  pays  the  bilL 
The  higher  cost  of  railroad  operation,  however  met,  was 
an  element  in  the  cost  of  the  war;  and  the  amount  of  the 
deficit  is  not  large  when  we  consider  the  cost  of  othei 
large  scale  government  activities  incident  to  the  war, 
'nie  outstanding  fact  is  that  during  1018,  when  adequate 
transportation  was  so  vitally  necessary,  the  r^lroads 
functioned  effectively  as  a  part  of  the  war  machine,  and 
they  served  the  public  reasonably  well  under  very  trying 
conditions.  The  writer  bdieves  that  the  results  achieved 
under  fedend  control  during  the  war  were  more  favor- 
able than  would  have  been  posmble  tmder  a  continuation 
of  private  controL 

William  J.  CtTNinNOEAH. 

Sastasd  nNivxReiTr. 
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SOME  RECENT  STUDIES  ON  THE  INDUSTRIAL 
REVOLUTION  >■ 

CoNsiDBBiNO  the  importAQCe  of  the  subject  it  is  surprising 
that  nothii^  like  a  complete  history  of  the  En^jAi  Industrial 
RevtdutioB  has  yet  been  written.  As  a  factor  in  determining 
the  character  <rf  modem  civilization  it  is  easUy  as  important 
as  its  two  great  contemporaries,  the  revolution  in  America 
and  the  revolution  in  France;  yet  compared  with  them  it  has 
received  scant  attention  from  serious  historians.  Outaide  of 
Arnold  Toynbee's  lectures,  published  nearly  forty  years  ago, 
and  M.  Paul  Mantoux's  La  RivoltUion  induatrielle  au  XVIII* 
Slide  en  AngUierre,  which  has  never  been  translated  and  i& 
now  out  of  print,  it  is  hard  to  recall  any  published  work 
which  even  undertakes  to  deal  with  the  subject  as  a  whole. 
And  Toynbee  does  httle  more  than  indicate  the  importance  of 
the  subject,  while  Mantoux's  admirable  monc^raph  hardly 
develops  it  past  ite  be^pnniugs.  Cunningham,  of  course,  has 
good  chapters  on  the  Industrial  Revolution  in  his  HitAory  of 
English  Industry  and  Commerce,  and  there  is  matter  of  value 
in  srane  of  the  general  histories  of  the  period,  notably  in 
J.  R.  M.  Butler's  The  Paaaing  of  the  Great  R^orm  BiU,  and 
in  Professor  Hal^vy's  Hiatoire  du  peuple  angJaig  au  XIX' 
tiide.  But  none  of  these  can  pretend  to  anything  like  com- 
pleteness. The  fact  is  that  the  subject  is  a  tremendous  one, 
tiie  interest  in  it  comparatively  recent  and  a  good  deal  of  in- 

■ntaVUkcaLabounr,  1700-1832.  AStudrinthaOoveniniaiitof Eii«luidbafo»tli« 
Bafarm  Bill.    New  lm^«BloB.     loocmvis.  Qnan  A  Co.,  lOlS. 

Tl«  Town  Uboonr,  1700-1833.  Tba  N*w  dviUiatlDii.  Fmirtli  imimdan.  lona- 
maiia.  Oraan  A  Co.,  IBIB. 

Tbs  BkillHl  Labonrar,  ITefr-lsaS.   Loncmut,  Qnui  A  Co..  IBIS. 

Edcw S.  rnrnUB,  TbaPtaitkiDof  ibalnbonriikkSriUmof  NatioiuIUni:  ASMdj 
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tennve  research  work  in  the  sources  still  remainfi  to  be  drate 
before  anjrthing  like  a  comprdiensive  treatment  of  it  em 
safely  be  attempted.  We  need  more  biographies  of  the  typed 
Graham  Wallas's  Life  of  Place,  more  histories  of  industry  d 
the  quahty  of  Chapman's  Lancashire  Cotton  IndHalrg,  and 
more  careful  studies  of  contemporary  political  and  sociil 
movements  like  Veitch's  Geneaia  of  Parliamentary  Refann, 
and  Beer's  History  <4  English  Sodaliam.  It  is  always  dan- 
gerous to  analyse  such  a  complex  movement  as  the  Indnsttial 
Bevolution  into  its  parts,  and  to  undertake  to  study  those 
parts  separately.  But  the  sooner  that  is  done  the  sooner  we 
shall  be  in  a  position  to  make  a  satisfactory  synthetic  judg- 
ment. 

Mr.  and  Mrs.  Hammond  in  their  three  volumes  on  the 
English  laborer  have  undertaken  to  present  a  picture  of  the 
condition  of  the  English  wage  earning  classes  during  the  most 
intense  period  of  the  Industrial  Revolution.  In  so  doing  they 
have  made  probably  the  most  important  contribution  to  tiie 
history  of  that  movement  that  has  appeared  since  M.  Man- 
toux  brought  out  his  voliune  nearly  fifteen  years  ago.  But 
before  proceeding  to  a  consideration  of  their  work  it  is  wcnth 
while  taking  note  of  the  excellent  short  monograph  by  Pro- 
fessor Edgar  S.  Fumiss  which  has  just  been  publisl^  as 
Volume  XXX  of  the  Hart,  SchafTncr,  and  Marx  Prise  Essays 
in  Economics  under  the  title  The  PosiUon  qf  the  Laborer  m 
a  Sy^em  of  Nationalism.  The  sub-title,  "A  Study  in  the 
£>abor  Theories  of  the  Later  English  Mercantilists,"  reveab 
more  exactly  the  nature  of  its  contents.  Professor  Fumiss  has 
limited  his  investigations  to  the  period  between  1660  and 
1776.  He  stops  at  just  about  the  time  when  the  Industrial 
Revolution  may  be  said  to  have  begun.  But  his  discus- 
sion throws  a  good  deal  of  light  upon  the  orthodox  attitude 
towards  labor  during  the  Revolution  because  that  attitude 
was  largely  the  expression  of  the  mercantilist  theory- 
It  is  not  surprising  to  discover  that  the  later  mercantilists 
regarded  labor  as  they  regarded  all  other  factors  which 
entered  into  production  from  the  point  of  view  of  its  contribu- 
tion to  national  wealth.  The  surprising  fact  is  that  they  weie 
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often  disposed  to  regard  it  as  the  sole  source  of  wealth.  At 
times  they  came  near  anticipating  Ricardo'a  views  and  were 
not  far  away  from  the  fundamental  position  of  Karl  Marx. 
But  they  differed  radically  from  Marx  in  this,  that  they  were 
entirely  concerned  with  the  a-tm aiming  of  wealth  by  the  nation 
and  not  at  all  with  its  distribution  among  the  nation.  They 
agreed  that  labor  produced  wealth,  and  because  it  produced 
wealth  they  imdsted  that  it  should  be  explcuted  for  all  it  was 
worth.  Heir  feeling  about  workhouses  for  the  poor  illus- 
trates admirably  their  point  of  view.  They  advocated  work- 
houses for  the  poor,  not  because  they  wanted  to  relieve  the 
poor,  but  because  they  wanted  to  utilize  to  the  utmost  the 
production  capacity  of  the  nation.  They  did  not  deplore 
poverty  as  such.  A  good  many  of  them  expressed  the  view 
that  poverty  was  neoeesary  in  order  to  keep  Labor  to  its  tasks. 
Arthur  Young  remarked ; "  Everyone  but  an  idiot  knows  that 
the  lower  classes  must  be  kspt  poor  or  they  will  never  be  in- 
dustrious." On  similar  grounds  the  high  price  of  foodstuffs, 
particularly  of  com,  was  justified.  If  com  was  harder  to  buy 
the  laboring  man  would  have  to  work  harder  to  get  it.  Amuse- 
meots  and  recreations  were  b^nidged  bim  for  like  reasons. 
At  every  turn  the  emphasis  was  laid  upon  keepii^  steady  pres- 
BUre  on  labor  to  increase  output. 

Curiously  enough  there  seems  to  have  been  very  little  dis- 
position among  the  later  mercantilists  to  consider  the  pos- 
ability  of  wearii^  out  the  human  machine  by  excessive  labor. 
The  assumption  almost  always  was  that  the  longer  a  man  was 
kept  at  it  the  more  he  would  do.  Nor  was  there  much  atten- 
tion paid  to  labor  as  a  consumer.  One  or  two,  like  Sir  Dudley 
North  and  David  Hume  agreed  that  a  prosperous  laborer  was 
a  good  cuBtfHner  but  most  of  the  mercantilists  had  their  eye 
fibred  singly  upon  the  foreign  buyer  and  considered  an  increase 
in  national  wealth  wholly  in  terms  of  an  increase  in  the  favor- 
able balance  oi  trade.  It  was  with  the  for^gn  market  in  mind 
and  with  a  view  to  meeting  the  foreign  competitor  that  many 
of  them  ai^ed  in  favor  of  low  wages,  and  even  of  supplement- 
ing  wagee  by  po<»'  relief.  They  maintained  that  since  low 
wi^ee  enabled  the  English  producer  to  undersell  his  competi- 
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tor  in  the  foreign  market  and  by  ao  doing  to  inereaBe  the 
nati(mal  wealth  that  low  wages  conferred  a  national  bratefit 
for  which  it  waa  proper  that  the  nation  should  pay.  From  this 
point  of  view  the  Bystem  of  poor  reUef  developed  under  the 
so-called  Speenhamland  Act  became  a  kind  of  natiootl 
bounty  paid  to  the  export  induBtriee. 

Such,  in  brief,  were  the  views  ^tKHit  labor  which  tiie  later 
mercantilists  handed  on  to  those  who  followed  them  and  hj 
such  arguments  a  good  deal  of  what  was  bad  in  the  treatment 
of  the  laboring  man  during  the  Industrie  Hevolution  me 
justified.  With  a  clear  recognition  of  the  importance  of  labw 
as  a  factor  in  the  production  of  nation^  wealth  there  went  an 
almoet  complete  disregard  of  the  welfare  of  the  laborer  him- 
self —  an  attitude  closely  analogous  to  that  of  the  owner  ai 
tiie  goose  which  laid  the  golden  e^s  and  nearly  as  fatal  in  its 


Of  course  it  must  never  be  forgotten  that  the  old-fashioned 
economist  held  himself  bound  to  eliminate  from  his  calculft- 
tiona  all  other  factors  except  those  directly  contributoiy  to 
the  production  of  wealth.  It  would  be  unfair  to  assume  thftt 
the  later  mercantilists  were  altc^iether  indifferent  to  bumam- 
tarian  considerations  or  that  the  labor  policy  which  emerged 
from  their  more  or  leas  academic  dissertations  was  the  ac- 
cepted labor  polioy  of  their  times.  Professor  Fumiss  does  not 
attempt  to  do  more  than  define  their  position,  but  those  ^u) 
read  his  work  must  take  care  that  they  do  not  attribute  to  the 
eighteenth  century  English  world  at  large  the  opinions  main- 
tained by  the  exponents  of  a  thoroly  materialistic  creed.  The 
eighteenth  century  was  a  good  deal  kinder  than  these  writers 
would  seem  to  indicate,  and  a  good  deal  more  coosidetate  <i 
the  rigjits  of  the  laborer  as  a  man  and  a  citisen.  But  it  was, 
nevertheless,  too  much  inclined  to  regard  him  merdy  as  the 
most  important  cog  in  the  national  industrial  machine,  a  cog, 
moreover,  which  could  be  kept  on  turning  indefinitely,  with- 
out rest  and  almost  without  lubrication. 

Thn  three  volumes  l^  Mr.  and  Mrs.  Hammond  have  to  do 
with  the  village  laborer,  the  town  laborer,  and  the  skilled 
laborer  during  the  period  between  1760  and  1832.  The  fint 
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of  them  appeared  nearly  ten  years  ago;  the  third,  late  last 
year  (1919).  Both  the  6iat  and  the  second  have  been  three 
times  reprinted.  It  is  gratifying  to  discover  that  work  of 
this  quaUty,  which  must  commend  itself  strongly  to  every 
serious  student  of  the  subject,  has  been  so  favorably  received 
by  the  wider  reading  public.  But  this  is  not  altogether  sur- 
prisLDg.  Mr.  and  Mib.  Hammond  are  painstaking  research 
students,  but  they  are  something  more  than  that.  Like  their 
friends  Professor  Graham  Wallas  and  Mr.  R.  H.  Tawney  they 
are  as  well  masters  of  the  art  of  historical  writing.  What  they 
set  down  is  not  only  always  worth  study,  but  it  is  also  almost 
always  pleasant  and  easy  reading.  It  is  refreshing  to  dis- 
cover once  agun  that  economic  history  need  not  be  such  dtdl 
stuff  as  most  of  those  who  write  it,  particularly  in  America, 
make  it  out  to  be. 

The  volume  on  the  village  laborer  deals  specifically  with  the 
effect  of  the  ei^t«enth  century  enclosure  movement  upon  the 
Ei^liah  peasantry.  It  has  little  to  do  with  the  Industrial 
Revolution  in  the  precise  sense  d  the  term,  but  Mr.  and  Mia. 
Hammond  are  not  concerned  about  that.  To  them  the 
agrvian  and  the  industrial  change  belong  togetiier.  They 
find  both  proceeding  from  very  much  the  same  impulses, 
dmninated  by  much  the  stune  spirit,  and  directed  toward 
much  the  same  ends.  In  each,  the  well-to-do  in  pursuit  of 
wealth  ruthlessly  eiqdoit  the  weakness  of  the  poor.  Tlie 
town  laborer  puts  up  a  stiffer  fight  for  his  independence  than 
does  his  country  brother,  but  both  succumb  in  the  end.  To 
the  Hammonds  it  is  all  part  of  the  same  tr^edy  whether  the 
scene  be  laid  in  the  field  or  in  the  factory,  in  deserted  villages 
(W  in  crowded  city  tenements.  To  such  a  tragedy  the  open- 
ing chapters  of  The  Village  Laboarer  form  an  approfniate 
prdc«ue.  They  set  forth  the  ways  by  which  political  power 
in  ei^teenth  century  En^and  came  to  be  concentrated  in  the 
hands  of  the  town  and  country  gentry,  who  dominated  the 
centjal  government  by  controlling  the  House  of  Commons 
and  dominated  the  local  government  by  monopoliidng  the 
oS&XB  of  justice  of  the  peace.  There  can  be  little  doubt  that 
ibis  was  the  case.  But  the  point  which  Mr.  and  Mrs.  Ham- 
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mood  particulaxly  wish  to  drive  home  is  that  tite  gentry  e«i> 
siHtenUy  employed  their  political  power  for  the  puipoee  ai 
advancing  their  economic  interests.  They  convey  tiie  ud- 
pressioD  that  all  laws  were  framed  in  the  interest  of  landlwds 
and  employen,  and  all  judicial  dedsiona  in  the  local  courts 
were  favorable  to  their  side  of  the  case.  There  is  much  to  be 
stud  in  support  of  this  view,  but  the  Hammonds  put  it  alto- 
gether too  strongly.  It  would  not  be  hard  to  point  to  ploity 
of  le^slation  favorable  to  the  laboring  man  during  this  p»iod 
and  unfavorable  to  hia  masters  —  the  anti-trucldng  acts  for 
ezfuuple.  And  there  were  plenty  of  decisions  by  the  local 
courts  in  his  favor.  It  is  significant  in  this  connection  to  n- 
eall  the  efforte  of  the  laborers  themselves  to  have  Uieir  wages 
fixed  by  the  justicea  of  the  peace.  Had  they  been  convinced 
of  the  antipathy  of  the  justices,  this  would  have  been  the  last 
thing  th^  would  have  asked  for.  Had  their  onployers  been 
convinced  of  it  this  would  have  been  the  last  thing  they  would 
have  opposed.  As  it  was  they  did  oppose  it  vigorously,  and  is 
the  main  succeaafully.  They  failed,  however,  in  the  case  of  the 
Spitalfields  silk  weavers  who,  in  1773,  secured  the  ri^t  to 
have  their  wages  fixed  by  their  magistrates.  The  consequence 
was  not,  as  Mr.  and  Mrs.  Hammond  would  lead  us  to  expect, 
that  things  went  very  badly  with  them,  but  that  things  went 
very  well.  They  became  in  fact "  an  aristocracy  among  wage 


Too  much  can  easily  be  made  of  exceptions  like  tliis  whid 
prove  the  rule,  but  do  not  necessarily  invalidate  it.  It  ifl, 
however,  pretty  clear  that  Mr.  and  Mrs.  Hanmiond  are  r&tber 
obsessed  by  Disraeh's  idea  of  "two  nations"  within  Bn^&nd, 
and  are  rather  too  much  disposed  to  interpret  the  econMiuc 
life  of  the  period  which  they  are  considering  in  terms  <rf  class 
warfare.  It  has  long  been  a  common  fault  among  tiieEn^ish 
hiBtorians  that  they  have  approached  the  problems  of  the  past 
with  a  view  to  findii^  support  for  their  convictions  about 
ooot^nporary  issues.  Their  disposition  has  too  (tf  ten  been  to 
make  of  past  history  present  politics.  This  fault  is  con- 
spicuous in  a  good  deal  of  what  has  been  written  during  the 
past  generation  about  the  history  of  the  Ei^isb  laborer. 
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llioae  who  have  been  attracted  to  the  subject  have  been,  if 
not  pronounced  sodaliste,  at  any  rate  strongly  antipathetic  to 
the  present  organisation  of  industrial  society.  They  have 
tnced  to  the  Industrial  Revolution  the  roots  of  moat  of  the 
evils  which  they  attribute  to  the  modem  so-called  caiataUstic 
system  and  in  their  discussion  of  it  they  have  been  mainly 
conoemed  with  laying  these  roots  bare.  This  attitude  of  mind 
is  quite  apparent  in  the  writings  of  J.  A.  Hobeon  and  of  Pro- 
fessor Grahun  Wallas,  and  there  is  evidence  of  it  in  Mr.  and 
Mn.  Hammond's  work.  It  comes  out  strikingly  in  thtwe 
chapters  in  their  volume  on  the  town  laborer  in  which  they 
ond^lAke  to  describe  the  mind  and  conscieQce  of  the  rich. 
According  to  their  reckoning  the  mental  attitude  of  the  rich 
towards  the  poor  was  well  represented  by  those  who  dis- 
tcnted  the  arguments  of  Ricardo  and  Malthus  in  order  to 
jostify  low  wages,  poverty,  and  misery;  and  the  conscience  of 
the  rich  by  those  who,  like  Hannah  More,  William  ^^ber- 
force,  and  the  Methodists,  preached  to  the  poor  the  gospel  of 
resignation.  But  it  would  be  ectey  to  select  other  men  and 
women  whose  opinions  and  whose  convictions  were  of  a 
diametrically  opposed  character.  The  same  class  of  society 
that  fathered  William  \rabeTforce  fathered  also  R^nniUy  and 
Whitbread,  Bennet  and  Sheridan,  Lord  King  and  Lord 
Suffield.  The  same  generation  that  quoted  the  iron  law  of 
wages  heard  and  applauded  Robert  Owen.  The  same  sort  of 
House  of  Commons  that  passed  the  anti-combination  laws, 
repealed  them.  There  was  in  fact  no  c(nnmon  mind  of  the 
rich  and  no  common  conscience  of  the  rich.  The  gulf  which 
separated  a  man  like  Charles  James  Fox  from  a  man  like  the 
Duke  of  Wellington  was  far  wider  than  that  one  which  sepa- 
rated Fox  from  Thomas  Hardy  the  shoemaker.  Th^e  were 
reactionaries  amoi^  the  rich,  many  of  them,  but  there  were 
also  many  reformrav.  The  governing  rich  class,  as  Mr.  and 
Mrs.  Hammond  reveal  it,  was  a  class  quite  unconscious  of  its 
own  shortcomings,  abeohitely  satisfied  with  the  political  and 
industrial  status  quo,  and  absolute^  averse  to  change.  How 
then  do  they  account  for  the  fact  that  this  same  class  pro- 
duced the  Great  Reform  Bill?  Hiey  don't.  It  is  one  of  the 
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fundamental  defects  of  their  three  volumes  that  they  rereal 
almost  no  tiace  of  the  great  progressiTe  forces  which  woe  ti 
work  among  the  governing  class  during  the  very  period  i^di 
they  describe  and  which  were  slowly  making  straight  the  vay 
of  modem  F.ngliHh  democracy. 

Over  E^ainst  the  smugness  of  the  rich  the  Haanmonds  set 
the  dejection  and  misery  of  the  poor.  They  call  attentioD  to 
the  concentration  of  the  population  in  towns  which  was  one 
of  the  striking  features  of  the  Industrial  Revcdution  uid 
enlarge  upon  the  evils  attendant  on  the  eubjectioii  of  the 
immigrant  countryman  to  factory  discipline  and  grimy  town 
life.  The  picture  which  they  draw  is  familiar  enough  tbo 
they  have  added  some  lurid  details.  If  one  were  to  a^  them 
why  it  was  that  the  countryman  left  his  cotta^  and  bis 
hedgerows  for  that  kind  of  life  they  would  probably  aosmt 
that  he  was  forced  out  of  the  country  by  economic  necessity. 
Yet  it  is  hard  to  believe  in  the  light  of  present  day  experiowe 
that  economic  necessity  alone  was  responsible.  Any  one  wbo 
has  tried  to  coax  the  modem  town  laborer  from  shabby  tene- 
ments into  trim  suburban  villas  has  discovered  that  tita 
laborer  finds  something  in  bis  tenement  which  he  is  not 
particulariy  amdous  to  exchange  for  blue  skies  and  green 
fields.  And  that  something  is  probably  human  society.  Town 
]ife  is  not  without  its  compensataonsj  factory  discipline,  even, 
is  not  without  its  compensations.  Gnuit  that  the  laboter  of 
the  eighteenth  century  did  encoimter  all  the  miseries  irtiidi 
the  Hammonds  have  depicted;  at  any  rate  he  was  no  loiui'a' 
isolated,  no  longer  lonely,  no  longer  doomed  to  vegetate  with 
his  crops.  The  factory  town  for  all  its  grime  and  ugUness 
teemed  with  social  opportunity.  It  brou^t  men  together 
who  had  never  been  together  b^ore.  It  provided  contact 
between  mind  and  mind.  It  made  cheap  schools  poaeible,  it 
made  postoffices  and  cheap  newspapers  possible,  it  made 
clubs  and  unions  and  cooperative  sodeties  and  libraries  and 
art  gall^es  possible.  Is  brief ,  it  made  social  and  political  and 
industrial  organization  among  the  wage  earners  poesiUe. 
And  the  factory  discipline,  notwithstanding  its  undoubted 
hardships,  contributed  to  the  same  end.   It  taught  men  to 
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WOTk  tc^tber  toward  a  common  end  and  revealed  to  them  the 
value  and  the  strength  of  cooperative  effort.  It  developed, 
in  fact,  ispnt  de  corps.  From  this  point  of  view  the  factory 
town  was  a  factor  of  some  importance  in  the  soda!  and  politi- 
cal progress  of  the  English  workingman. 

Of  course  it  was  no  thanks  to  the  capitalist  that  this  was  so. 
His  notJOD  was  simply  that  of  getting  workers  nearer  his 
idant.  He  was,  generally  speaking,  indifferent  if  not  hostile  to 
everything  which  would  have  made  of  the  town  a  pleasant 
and  healthy  place  to  Uve  in.  He  fenced  in  the  open  places, 
discouraged  pubHc  pastimes,  frowned  upon  popular  educa- 
tion. Mr.  and  Mrs.  Hammond  are  right  in  reckoning  the 
hideous  conditions  of  town  life  in  the  score  of  their  indictment 
of  him.  Yet  perhaps  if  their  interest  had  been  a  little  less  con- 
centrated upon  bringing  him  to  book  they  would  not  have 
foi^tten  what  an  important  part  in  the  social  and  political 
progress  of  the  last  hundred  years  the  factory  town  has 
played.  It  is  a  mistake  to  assume  that  because  the  capitalists 
intended  no  good,  and  immediately  perhaps,  accomplished  no 
good,  that  therefore  no  good  was  to  proceed  from  those  mis- 
erable aggregations  of  humanity  which  they  drew  together. 
Great  good  in  fact  did  proceed  and  it  is  open  to  question 
whether  on  the  whole,  consdering  the  intellectual  and  spirit- 
ual forces  which  emei^d  from  it,  the  dirty,  unhealthy  fac- 
tory town  was  not  worth  all  the  misery  which  went  into  its 

tnalting. 

As  a  matter  of  fact,  if  the  Hammonds  had  but  marked  it, 
tiie  influence  of  the  new  towns  upon  the  social  and  political 
progress  of  the  English  laboring  classes  was  already  beginning 
to  reveal  iteelf  in  the  very  period  which  they  have  under  con- 
sideration. The  town  laborer,  as  they  see  him,  is  a  poor, 
half-starved,  simitless  fellow.  They  do  not  see  him  in  1792 
aroused  and  inspired  by  the  French  Revolution,  and  flocking 
to  join  Thomas  Hardy's  correspondence  societies.  They  do 
not  see  him  reading  Tom  Paine  and  Will  Cobbett,  and  listen- 
ing to  Orator  Hunt.  They  do  not  attend  his  debating  clubs, 
or  join  his  reading  circles,  or  his  cooperative  societies.  They 
hardly  hint  at  the  enormous  expansion  of  his  trade  unions,  or 
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if  tbey  do  they  fail  to  grasp  the  tremendouB  BignificaDce  of  all 
tiieee  things.  There  is  hardly  a  period  of  equal  length  in  ti» 
whole  of  Engligh  history  which  ia  so  important  as  this  one  in 
the  political  and  sodat  progress  of  the  English  laboring  classes. 
Then,  it  can  fairly  be  said,  his  political  consdousnees  vu 
bom.  Then,  almost  for  the  first  time,  he  began  to  think  d 
himself  not  merely  as  a  subject  but  also  as  a  dtisen.  All  that 
he  was  to  be  in  the  century  which  succeeded  he  began  to 
dream  of  then.  But  of  this  there  is  hardly  a  word  fran  Mr. 
and  Mrs.  Hammond.  They  leave  the  laboring  man  in  1832  at 
very  much  the  same  place  where  th^  found  him  in  1700. 
They  do  not  see,  or  at  any  rate,  tbey  do  not  record  any  prog- 
ress. They  record  his  efforts,  his  agitations,  his  riots,  and  his 
sbikee,  but  to  tiiem  it  is  all  simply  a  futile  beating  of  wingB 
■gainst  the  cage. 

In  many  respects  the  concluding  volume  on  The  SkiUid 
Labourer  is  the  most  valuable  (me  of  the  three.  It  is,  in  the 
first  place,  much  more  historical  in  its  tone,  and  much  more 
concerned  with  describing  conditions  as  they  existed  than 
with  fixing  the  responsibility  for  them.  In  the  second  place 
it  contains  more  that  is  really  new.  A  great  deal  of  it  has 
been  dug  out  of  contemporary  newspapers  and  other  equaify 
obstinate  material,  but  it  has  been  composed  so  skillfully 
that  the  hard  spade  work  which  must  have  gone  into  the 
i»ftlrifg  of  it  hardly  appears.  About  two-thirds  of  it  is  de- 
voted to  the  history  of  labor  in  the  various  textile  industries. 
In  fact,  barring  one  single  chapter  on  the  coal  miners  of  the 
Tyne  and  Wear,  no  other  industry  is  considered.  It  would 
perhaps  be  unreasonable  to  complain  that  Mr.  and  Mrs. 
Hammond  have  limited  their  attention  to  the  textiles,  tho  it 
is  a  trifle  disappointing  to  discover  that  they  have  not  at- 
tonpted  to  retrieve  some  of  the  other  industries  from  the 
neglect  which  they  have  long  suffered  at  the  hands  of  En^^ 
economic  historians. 

What  Mr.  and  Mrs.  Hammond  mean  by  the  history  of  la- 
bor in  particular  industries  is  generally  speaking  the  history 
of  the  efforts  of  labor  to  better  its  lot,  in  the  main  to  in- 
crease its  wages.  Their  cbj^ters  on  this  subject  form  a  vahi- 
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able  Bupplement  to  Mr.  and  Mrs.  Webb's  Hilary  of  Trade 
Umonitm,  and  they  are  written  from  much  the  same  point  of 
view.  One  of  the  surprising  facts  which  they  reveal  is  the 
amount  of  organisation  which  the  skilled  workers  were  able  to 
mftintftin  diuing  the  time  when  the  anti-combinatioD  laws 
were  still  in  force.  Another  equ^y  surprising  revelation  is 
the  amount  of  disagreement  that  there  was  among  employers 
on  the  question  of  wages.  Mr.  and  Mrs.  Hammond  have 
rather  given  us  to  tmderstand  in  their  earlier  volumes  that  the 
empli^ers  presented  a  united  front  against  the  demands  of 
labor.  It  is  abimdantly  clear  from  this  volume  that  such  was 
not  the  case.  Indeed  it  sometimes  appears  that  the  workers 
and  the  more  liberally  minded  employers  actually  codperated 
to  force  less  liberty  minded  employers  to  increase  wages. 
But  these  are  merely  observations  by  the  way.  In  the  main 
the  story  of  labor  in  the  textile  industries  of  this  time  is  one 
of  strife  in  which  inchoate  labor  organizations  wrestle  with 
aasociationa  of  employers  and  almost  invariably  lose. 

Three  chapters  in  this  third  volume  narrate  the  history  <A 
that  spectacular  campaign  of  machine  smashing  which  usually 
goes  by  the  name  of  the  Luddite  Bisings.  These  are  excep- 
tionally valuable  chapters  for  the  student.  They  contain 
what  is  probably  the  best  analysis  of  that  confused  and  inco- 
herent movement  that  has  been  written.  If  they  have  any 
defect  it  is  that  the  Luddites  are  not  sufSciently  closely  re- 
lated to  the  general  conditions  which  called  them  forth.  Cer- 
tainly the  acute  business  depression  of  1811  had  a  good  deal 
to  do  with  them,  as  did  probably  the  American  embai^  of  the 
same  year.  The  measures  taken  to  suppress  them  are  de- 
veloped at  considerable  length  and  serve  to  introduce  the 
oonduding  chapter  on  the  government  spy  system  and  the 
career  of  the  notorious  Mr.  Oliver. 

Mr.  and  Mrs.  Hanmiond  in  their  treatment  of  this  subject 
reveal  more  conspicuously  perhaps  than  anywhere  else  the 
bias  which  runs  throi^h  their  entire  work.  In  their  insistence 
upon  the  class  struggle  they  fail  to  take  account  of  the  very 
complicated  character  of  the  period  with  which  they  are  deal- 
ing, and  of  the  many  diverse  elements  which  went  into  the 
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malring  of  it.  To  modem  eyes  the  industrial  problems  of 
those  days  assume  proportions  which  they  almost  certainly 
did  not  reveal  to  the  eyes  of  contemporaries.  The  avenge 
T^elwl'm<">  of  the  late  ei^teenth  and  early  nineteentii  cen- 
turies was  probably  much  more  concerned  about  the  question 
SB  to  whether  or  not  England  would  be  able  to  hold  her  own 
against  France.  It  must  not  be  foi^tten  that  those  lamea 
were  in  the  main  times  {A  viat,  and  that  during  a  considerable 
part  of  them  England  was  fighting  for  her  very  life  agMnet 
the  greatest  military  genius  that  the  world  had  pertiaps  erei 
seen.  Nor  must  it  be  forgotten  that  even  after  France  h«l 
become  frankly  imperialistic  the  French  cause  continued  to  be 
identified  with  the  democratic  propaganda  set  on  foot  duiing 
the  earlier  wars  of  the  French  Revolution.  On  that  account 
any  movement  in  the  nature  of  a  democratic  protest  against 
the  lAataa  guo,  whether  pohUcal  or  religious  or  industrial, 
savored  of  treason.  It  is  probable  that  even  among  the  labor- 
ing classes  there  was  a  good  deal  more  enthusiasm  for  the 
cause  of  "Church  and  King"  than  thrae  was  for  "Liber^, 
Fraternity,  EquaUty."  We  have  had  our  modem  equivalent 
of  this  attitude  of  mind  during  the  late  war.  PosEdbly  if  the 
records  of  our  federal  secret  service  were  searched,  stories  not 
unlike  that  of  Oliver  would  be  discovered.  At  any  rate  tliere 
can  be  very  little  doubt  that  a  good  many  of  the  measures 
taken  f^ainst  labor  and  particularly  against  labor  oiganiia- 
tions  durii^  the  times  with  which  Mr.  and  Mrs.  Hammond 
are  concerned  were  dictated  far  more  by  political,  than  by 
industrial  fears.  Mr.  Oliver  was  not  the  tool  vS  capitalists,  he 
was  the  tool  c^  a  government  so  panic-stricken  tiiat  it  saw 
incipient  revolution  in  every  manifestation  of  discontent. 
He  can  no  more  be  considered  without  reference  to  the  French 
Revolution  and  the  Napoleonic  wars  than  can  the  recent 
treatment  of  "undesirable  aliens"  in  America  be  considered 
without  reference  to  the  Russian  Revolution  and  the  World 
Wur.  It  was,  perhaps,  unfortunate,  that  the  Industrial 
Revolution  got  tangled  up  with  foreign  revolutions  and 
foreign  wars  the  way  it  did.  It  was  certainly  unfortunate  that 
the  progress  of  the  worid  toward  social  as  well  as  political 
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democracy  suffered  a  aerioua  relapee  because  of  the  associa- 
tum  between  democracy  and  France  on  the  one  huid  and 
between  France  and  Napoleon  on  the  other.  But  so  it  was 
and  no  judiciouB  historian  of  those  times  can  afford  to  ignrae 
it.  It  would  be  going  too  far  to  say  that  Mr.  and  Mrs.  Ham- 
mond have  ignored  it.  Their  fault  lies  rather  in  their  failure 
to  allow  it  sufficient  weight  in  formii^  their  jut^menta. 

The  pity  of  it  is  that  historians  of  their  caliber  still  find  it 
Deoeasary  to  write  human  history  in  terms  of  their  own  polit- 
icly and  sodal  creed.  Time  was  when  history  was  written  in 
terms  of  the  conflict  of  religious  creeds.  Other  times  were 
when  it  was  written  in  terms  of  the  conflict  of  political 
theories.  It  is  easy  to  explain  why  this  was  bo  and  to  censure 
the  old  historiMiB  for  their  inability  to  free  themselves  from 
the  predilections  of  their  own  times.  But  it  is  not  at  all  certain 
that  the  historical  writers  of  our  generation  have  been  any 
more  succeBsful  in  this  r^ard.  They  avoid  the  religious  and 
the  political  bias,  but  too  many  of  them  are  possessed  by  an 
economic  or  a  social  bias  no  less  obstructive  to  the  attain- 
noent  of  objective  truth.  Whether  objective  truth  be  indeed 
attainable  in  human  history  is  a  matter  past  finding  out,  but 
it  will  hardly  be  attained  by  those  who  approach  the  past  with 
a  view  to  verifying  their  judgments  of  the  present. 

CONTTOB  RbAD. 
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PHILADELPHIA  AND  THE  EMBARGO  OF  1808 

Thb  year  of  the  embargo  was  critical  in  the  economic  his- 
tory of  the  United  States.  During  the  great  war  in  Euit^ 
especially  in  the  first  phase  fnnn  17fl2  to  the  Peace  of  AmienB 
a  decade  later,  America  as  the  chief  of  neutrals  bad  built  up  a 
carrying  trade  of  vast  proportions.  The  1,000,000  or  mwe 
tons  of  shippii^  engt^ed  in  this  trade  constituted  fm  im- 
portant interest  for  the  nation,  and  one  which  was  para- 
mount for  a  state  like  Massachusetts  owning  as  it  did  a 
third  ot  the  total. 

AmoD^  the  mercantile  community,  accordingly,  the  action 
of  our  government  in  replying  to  the  Berlin  and  Milan  De- 
crees and  the  Orders  in  Council  of  1806  and  1807  whidi 
greatly  hunpeted  commerce,  by  ait  ^nborgo  which  prohiluted 
it  whoDy,  was  viewed  with  consternation.'  And  in  prt^Xfftios 
as  the  mercantile  class  dominated  the  economic  life  of  ibtai 
communities  the  embai^  was  ^cecrated  as  the  knell  of 
American  prosperity.  As  a  result  something  of  a  tradition  has 
grown  up  in  American  history  as  to  the  hard  times  produced 
by  that  "  ill-judged"  measure. 

But  if  the  embargo  offered  small  comfort  to  commerce,  it 
gave  a  wholly  new  impetus  to  manufactures.  And  herein  lies 
the  explanation  of  a  sudden  prosperity  enjoyed  by  certain 
commercial  cities  at  the  very  time  when  their  aieters  and  rivale 
were  most  depressed.  It  was  not  that  their  shipping  was  leas 
hit,  but  rather  that  their  opportunities  for  a  transfer  of 
capital  to  manufactures  were  greater.  This  se^oos  to  bam 
been  especially  true  of  the  c(Hnmercial  cities  of  Pennsylvania 
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and  Maryland,  doubtless  m  part  because  of  the  great  demand 
for  manufactured  articles  arising  from  the  rapidly  developing 
Itana-Allegbeny  r^on.  Baltimore  is  an  example  of  a  ccnn- 
mercial  city  suddenly  enlarging  the  field  of  it£  intereats.  The 
Baltimore  newspapers  during  the  year  of  the  embargo  have 
numerous  advertisements  of  and  other  referenoea  to  rapidly 
expanding  manufactures.  But  Philadelphia  is  a  more  cou- 
qucuous  example  of  a  commerdal  city  —  ehe  had  something 
like  a  twelfth  of  the  shipping  tonnage  of  the  United  States^ 
able,  in  spite  (tf  the  gloom  unong  the  purely  mercantile  ele- 
ments, to  develop  a  prosperity  which  was  the  wonder  of  the 
times. 

Even  the  opposition  press  was  obliged  to  concede  a  measure 
<A  prosperity.  "The  embai^,"  declares  the  United  State* 
Gaxette  of  October  8,  180S,  "has  aa  yet  produced  compara- 
tively little  inconvenience  in  this  city  and  its  ne^borhood. 
During  the  last  winter,  we  b^an  to  suffer  from  the  domicil- 
iary visits  of  laboiu'erB,  in  forma  pauperis,  who  could  not  find 
employment  and  were  obliged  to  beg;  but,  generally,  the 
stores,  laid  in  by  poor  men  before  the  embargo,  were  suffi- 
dent  '  to  keep  want  frtnn  their  doors '  untU  the  st»ing 
opened;  since  when,  the  unexampled  improvements  in  our 
city  have  given  constant  employment  to  dght  or  ten  thou- 
sand of  them."  *  Philadelphia  was,  in  fact,  thanks  to  manu- 
factures and  in  spite  of  commerce,  in  the  midst  of  a  wholfy 
unprecedented  bocHn. 

A  rather  playful  explanation  of  this  era  of  construction,  in- 
volving the  building  of  1 ,000  new  houses*  at  Philadelphia  alone 
in  the  single  year  of  the  embargo,  attributes  it  to  the  pros- 
perity of  the  Philadelphia  lawyers.  To  these  virtuous  citisena 
the  onbargo  broi^t  a  blessing  in  disguise.  The  very  act 
which  restramed  conmierce  multiplied  marine  law  suits,  and 
their  effect  upon  the  gentry  of  the  bar  is  humorously  de- 
scribed by  Horace  Binney,  one  of  its  own  distinguished  orna- 
ments. "The  stoppii^,  seizures,  takings,  sequestrations, 
condenmatioas,  all  of  a  novel  kind,  unlike  fuijrtbhig  that  had 
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previously  occurred  in  the  history  of  maritime  commerce— 
the  conaequeDoe  of  new  principles  of  nstaonsl  law,  introduced 
offensively  or  defensivdy  by  the  belligerent  powers  —  gsvs 
an  unparalleled  harvest  to  the  bar  of  Philadelphia.  No  per- 
sons are  bound  to  speak  better  of  Bonaparte  than  the  bar  i^ 
tiiisaty-  He  was,  it  is  true,  a  great  buccaneer,  and  the  British 
followed  his  example  with  great  spirit  and  fidelity,  but  what 
distinguished  him  and  his  imitators  from  the  pirates  (^  farmer 
days  was  the  felicitous  manner  in  which  he  first,  and  they 
afterwards,  resolved  every  piracy  into  some  principle  of  tlie 
bw  of  nations,  newly  discovered  or  made  necessaiy  t^  new 
events;  thus  covering  or  atten^ting  to  cover  the  stolen  pnq»- 
erty  by  the  veil  of  the  law.  Bad  he  stolen  it  and  cdled  it  a 
theft,  not  a  mngle  law  suit  could  have  grown  out  of  it.  Tina 
underwriters  must  have  paid,  and  have  been  ruined  at  once 
and  outr^t.  But  he  stole  from  neutrals  and  called  it  lawful 
prize;  and  this  led  to  such  a  crop  of  questions  as  nobody  but 
Bonapart«  was  capable  of  sowing  the  seeds  of.  For  while  he 
did  everything  that  was  abominable,  he  always  had  a  reasm 
f  iH-  it,  and  lapt  the  world  of  the  law  enquiring  how  one  rS  bi> 
acts  and  his  reasons  for  it  bore  upon  the  policy  oS  insurance, 
until  some  new  event  occurred  to  make  all  that  they  had  pre- 
viousfy  settled  of  little  or  no  apphcation.  In  many  instances 
the  insurance  cfflnpanies  got  off;  in  others,  tho  they  failed,  it 
was  after  a  protracted  campaign  in  which,  contrary  to  com- 
paigDB  in  general,  they  acquired  strength  to  bear  their  defeat 
In  tixe  mean  time,  both  in  victory  and  defeat,  and  very  modi 
ihs  same  in  both  events,  the  lawyers  had  their  reward."  ^ 

It  is  hardly  necessary  to  remark  that  tho  Philadelphia  law- 
yers were  reaping  a  harvest  that  has  made  their  name  a  by- 
word tor  shrewdness  and  success,  this  could  not  represent  a 
net  gun  to  the  community.  The  real  expansion  of  Phila- 
delphia lay  in  industrial  enterprise,  and  progress  in  this 
direction  appears  to  have  more  than  compensated  for  losses 
commerciBl. 

Manufactures  were  Mmiming  an  altogether  fresh  vari^ 
and  significance.  The  Philadelphia  Price  Cvrrmt  devoted 

>  Cbatbi  Cli«VBO«r  BtiiMr>  I^  <^  Honm  Btamart  PP.  M,  SL 
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to  them  an  article  which  produced  a  local  seneation,  asA 
which  the  editor  at  once  forwarded  to  Jefferson  "to  prove  tiiat 
by  the  Fresidente  originating  partial  deprivations,  he  has 
ultimately  bestowed  on  his  country  immeiffie  and  imperish' 
able  benefits."  * 

The  enclosure,  which  must  have  given  keenest  satisfaction 
to  tlie  harassed  Jefferson,  is  not  quoted  here  because  of  its 
length.  But  the  long  list  of  Philadelphia  manufactures  in- 
cludes carpets,  and  calicoes,  shawls,  and  bedspreads,  earthen- 
yten  in  variety,  glassware,  soap,  lead  and  shot,  and  a  wide 
range  of  chemicals. 

Files  of  the  Fbiladeli>hia  Awora  show  that  manufactures 
io  iron,  weavers'  reeds,  several  kinds  of  cotton  cloth,  and 
Gennantown  products  in  stockings,  socks,  gloves,  hosiery,  and 
cotton  and  woolen  yam  were  all  contributing  to  American 
self-sufficiency  and  to  the  enrichment  of  their  entrepreneurs. 

It  is  thus  apparent  that  Philadelphia  prosperity  in  1808  was 
not  a  mere  shifting  of  wealth  from  merchants  to  their  lawyers, 
but  a  genuine  progress,  resting  upon  an  active  and  diversified 
industrial  basis.  As  Charles  Jared  Ingersoll  summarixed  it, 
"Who  that  walks  the  streets  of  Pbiladdphia  and  sees,  not- 
withstanding a  twelve  months  stagnation  of  trade,  several 
hundred  substantial  and  el^ant  houses  building,  and  the 
labouring  community  employed  at  good  wages,  who  reads  at 
every  comer  advertisements  for  workmen  for  factories  of 
l^asB,  of  shot,  of  amis,  of  hosiery  and  coarse  cloths,  of  pottery 
and  many  other  goods  and  wares;  who  finds  that  within  the 
last  year  rents  have  risen  one-third,  and  that  houses  are 
hardly  to  be  had  at  these  inices;  that  land  is  worth,  aa  Mr. 
Brougham  observes,  much  more  than  it  is  in  Middles^;  in  a 
word,  who  perceives,  wherever  he  goes,  the  bustle  of  industry 
and  the  smile  of  content;  who,  under  such  circumstances,  that 
is  not  too  stupid  to  perceive,  and  too  prejudiced  to  believe 
when  he  does  perceive,  can  doubt  the  solid  cf^tal  of  this 
country?"  * 

1  Itfiiwiilin  MBS.,  libnqr  o(  Caacr«^  Sdltac  of  FhOadatoUa  Mm  Comst  to 
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Nicholas  Biddle,  also,  tho  he  haa  less  to  say  about  the  em- 
bargo and  its  efFects  than  one  would  expect  from  so  important 
a  man  of  aEFairs,  confirms  IngersoU's  estimate  (^  Philadelphia 
prosperity.  WritingtoafriendinParis,  he  says,  "You  would 
scarcely  recognize  Philadelphia,  so  much  has  it  grown  aod 
improved.  Among  your  former  acquaintances,  Cadwsladet  is 
always  here  and  prospering.  His  wife  has  just  presented  him 
with  a  third  child.  Chauncey  is  making  a  fine  fortune,  and 
surely  no  one  deserves  it  more  than  he.  As  for  politics,  cor 
actual  position  is  not  the  most  agreeable.  The  emb^o 
presses  heavily  on  the  people,  but  it  has  been  put  in  executini 
without  difficulty,  and  as  the  people  is  very  sane,  liie  aeoion 
of  Congress  soon  to  meet  will  be  peaceably  awaited.  In  8|Hte 
of  this  the  embargo  appears  to  have  wrought  some  change  in 
New  England,  where  the  elections  have  terminated  in  favw  (rf 
the  Federalists.  There  is  even  an  appearance  .  .  .  tliat  the 
Government  of  the  United  States  will  pass  once  more  into  the 
control  of  the  Federalist  Party,  or  at  least  that  the  emba^ 
will  be  raised  before  very  long.  In  all  these  matters  I  do  not 
mingle.  Alter  my  long  absence,  it  is  impossible  to  become  a 
very  sealous  partisan,  and  I  am  occupying  myself  with  my 
profession." ' 

Interesting  testimony  this  is  to  the  possbility  of  living  in 
1808  without  worrying  over  the  embargo,  its  wisdom,  or  ita 
consequences,  tho  no  Philadelphian  could  quite  ignore  the 
prosperity  his  own  city  was  harvesting. 

If  confirmation  of  these  estimates  of  Ingersoll  and  Biddle  is 
needed,  it  is  to  be  found  in  a  communication  of  William  Short, 
a  friend  of  Jefferson,  to  the  President.  Short  possessed  a 
handsome  fratune,  and  like  Biddle,  would  have  seen  little  to 
recommend  in  the  embargo,  had  it  proved  as  general^ 
ruinous  as  its  enemies  allied.  He  writes,  "And  this  Gty 
(Philadelphia)  has  really  acted  as  the  government  could  wish 
on  the  subject  of  the  embargo  —  I  speak  of  those  who  are 
considered  as  of  opposition  politics  &  who  are  numerous  — 
They  frequently  &.  publicly  speak  t^eir  determination  to  sup- 
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port  it,  &  if  on  a  jury  to  puDish  with  rigor  the  violatore  of  it. 
I  have  more  than  once  heard  it  afiBnned  &.  not  contradicted, 
that  if  the  merchants  of  this  City  were  assembled ;  confined  to 
Federalists  alooe,  nine  out  of  ten  would  approve  the  embargo, 
A  of  the  Tenth  disapproving,  most  of  them  would  be  men 
without  capital."  • 

In  Philadelphia,  as  elsewhere,  the  ruin  of  powerful  com- 
mercial interests  brought  a  real  and  somewhat  widespread 
distress.  But  in  Philadelphia,  much  more  than  in  many  other 
localities  subject  to  similar  commercial  losses,  men  found 
cranpeosation,  and  frequently  much  more  than  compensatitm 
in  the  develoment  of  a  large  scale  industrialism.  On  this 
basis  was  reared  the  superBtructure  of  biiilding  operations 
which  made  Philadelphia  the  wonder  of  the  times,  and  at 
least  one  great  commercial  city  toward  which  Jefferson  could 
point  for  the  vindication  of  his  Eiystem. 

LouiB  Martin  Ss&bs. 
PuBDm  UinvBBsnT. 

■  J«a«ncnlu  USS,  Lfinuy  si  Coiw«a.  WHUam  Short  to  J<ff<t*OD,  AnpM  ST, 


^dbyGoogle 


BOOKS  BECEirED 

Aahle:r.  Perc]>.  Modem  Tariff  Histoir.  NewYodc:  E.  P.  Duttoo&Co. 

1920.    pp.  306.    S6.00.     (ThMeditkui.) 
BunichiO.  Enai  de  Fditique  Poaitive  bsate  sir  L'EnerL_ 

de  aolny.  Bnuaeb:  LeMque  ft  Cie.  1919.  pp.  413. 
Bemhardt,  JosEua.  Government  Contrcd  of  Sugar.   New  Yoric:  Mm- 


Mutuelled'edition.     1920.    pp.SSl.    6fr.S0. 
Boyle,  Jamet  E.   Speculation  aam  the  Chicago  Board  of  T^ade.  Nm 

York;  MHcmilbui.     1920.    pp.277.    S2.60. 
BuDook,  C.  J.  Selected  Readinga  in  Public  Finance.  BoBtonrGimiiCD. 

pp.  920.    S4.00.     (Second  edition,  torisBd  and  extended.) 
Carver,  Thomas  Nixon.  Elementary  EoonomicB.  Boeton:  C^nn&Co. 

1920.    pp.400. 
Chimin,  F.  Stuart  Field  Work  and  Social  fieaearch.  New  Yofk:  Ih 

Centuiy  Co.     1920.    pp.  224.    »1.76. 
Doudaa,  Archer  Wall.    Merchandiaing  Studiea  of  the  Statca.   N«* 

York;  Ronald  Press.    1020.    pp.  17S. 
Dunning,  William  A.    AHistory  of  Political  Theories  from  Roonwu  to 

Spencer.  New  York:  Macmillai).  1020.  pp.446. 
Ooodrioh,  Carter  L.   The  Frontier  of  ControL  New  York:  Hareoort, 

Brace  ft  Bowe.    1920.    pp.  277.    (With  an  introduction  bj  B.  H. 

Tawney.) 
Hare,  Lancelot.  Cunency  and  Prioee.  London:  P.  S.  EingftS(»,Ltd. 


Hart,  Jooepn  E.    Community  Organisation.    New  York: 

1920.    pp.  230.    $2.60. 
Hill,  John  Wesley.  Abraham  Lmcoln,  Man  of  God.  New  YoA:  G.  F. 

Potaam's  Sons.     1920.    pp.  410.    S3.d0. 
KiAmm,  J.  A.    The  Morals  of  Economic  Int«mataoikaliBm.    Bostoo: 

Houghton  Mifflin  Co.     1920.    pp.  69.    11.00. 
Hodge,  Advert  C,  and  McKhieey,  J.  O.    Principles  of  Aeeoimting. 

Chicago:  University  of  Chicago  Press.    1020.    pp.  389.  $3.00. 
Kar,  Malcolm.    Manufacturing  Lidustriee  is  America.    New  York: 

R^iald  Preaa.     1020.    pp.  324.    SS.OO. 
Krkbride,  Franklin  B.,  Stwrett,  J.  E.   and  Willis,  H.  Parkw.  11m 

Modem  Trust  Company.  New  York:  MaomiUan.   1920.  pp.MI- 

Sd.7S.    (Fifth  edition,  enlarged  and  revised.) 
Leland,  Simeon  E.  Taxation  in  u^tucky.  LexinKton,  ^.:  Unrreni^ 

of  Kentucky.    1020.  pp.  170.    11.00.    (Studies  in  Eoonomies  and 

Soowrfogy,  No.  1.) 
Uafmanii,tr  QrandsfttsederVolkswirtachaftelehre.  Beriin:  Deotseu 

Verlwi-Anstalt.  1919.     (Vol.  I,  708  pp.;  Vol.  U,  858  pp.) 
MatteraTJohanncfl.   The  Employment  of  the  PlebiMate  in  the  Det«- 

mination  of  Sovereignty.    Baltimore:  Johns  Hopkins  Press.  1990. 

pp.  214.   (Johns  Hopkms  Universi^  Studies.) 
Park,  Joseph  H.  The  English  Reform  Bill  of  1867.   New  York:  Long- 
mans, Green  ft  Co.  1920.  pp.28fi.  (Columbia  nnivendty  Studiea] 


^dbyGoogle 


BOOKS  RECEIVED  361 

Flun^)s,  ChcBter  A.    Btak  Cradit    New  Yoric:    MacmOlKn.    1020. 

pp.374.    >4.00. 
Flicoe,  Samuel  Henry.    Catastrophe  and  Social  Change.    New  York: 

Loncmaus,  Green  A  Co.    ItKZO.    pp.  ISl.    (Columbia  UniTeiaitr 

atu^o 

Soott.  Jamea  B.   The  Project  of  a  Permanent  Court  of  International 

Jtistioe  and  Reaolutiona  of  the  Adviaory  Committee  of  Junste. 

Washington:  Carnegie  Endowment  for  International  Peace.  1920. 

pp.  236.    (Report  and  Commentary.) 
.  TikB  United  States  of  America:  A  Study  in  International  Organ- 

iiatk».    New  Yorii:   Oxford  UnirerBity  Prees.    1920.    pp.  605. 

(Carnegie  Endowment  for  International  Peace.) 
Slcaaon,  Edwin  E.  Creative  Chemistry.   Now  York:  The  Century  Co. 

1020.    pp.311. 
Tawney,R.H.  The  Acquisitive  Society.  NewYork:  Haroourt,  Bracv 

A  Howe.    1920.    pp.188. 
WilliamB,  John  H.  Argentine  International  Trade  under  Inconvertible 

Pwer  Money,  1880-1000.  Cambridge:  Harvard  University  Press. 

1020.    pp.  282.    S3.S0. 
Wood,  George  A.    William  Shirley,  Governor  of  Munochueetts,  1741- 

17M.  NewYork:  Longnuuu,  Green  ft  Co.   1920.  pp.433.    (Co- 
lumbia Univendty  Studws.) 


^dbyGoogle 


TWO  NEW  TEXTBOOKS 


The  Financial  Organization 
of  Society 

By  Harou)  G.  Moumon 

Attotvda  PntfaMor  tif  PeUHcal  Beonow^  in  lite  VwmrtUg  tf  Claea§o 

This  book  is  designed  to  serve  as  the  basis  of  a  one  quarter 
or  a  semester  survey  course  in  6iiance,  as  a  prerequisite  to  aD 
of  the  advanced  ^>edlalized  courses,  such  as  Mon^,  Prices, 
and  the  Cost  of  Living;  Advanced  Bankinz  Theory;  Intov 
national  Financial  Problems;  Business  Cyobes;  etc. 

It  is  believed  that  such  a  survey  course  in  finance  is  indis- 
pensable, particulariy  for  business  students.  Modem  bua- 
ness  has  its  setting  in  the  nudst  of  a  financial  system  iq>on 
vhicfa  it  is  at  all  times  dependent  in  many  ways;  and  the 
business  man  needs  to  know  the  relation  of  his  business  to 
all  phases  of  the  financial  system,  not  to  a  sinj^  aspect 
merely,  such  as  the  commercial  bank.  This  volume  matiu  a 
pionett  attempt  to  reorganize  the  financial  curriculum  and  to 
develop  the  study  of  finance  in  a  systematic  manner. 

Principles  of  Accounting 

By  Albert  C.  Hodge  and  J.  O.  McKinset 

t^Uu  Sduol  a}  Commtm  and  Admmttraliim 
M  Oe  Unwn^  rf  Oaeoffo 

A  survey  course  for  one  quarter  or  for  one  semester,  designed 
to  give  the  prospective  business  manager: 

1.  An  idea  of  the  type  of  service  provided  by  accounting 
as  a  measuring  aid  in  business  control; 

2.  A  working  knowledge  of  the  fundamental  principles 
underlying  the  gath^ng,  analysis,  and  inteipretation 
of  accounting  data; 

8.   A  knowledge  of  the  technique  employed  in  gathering 

accounting  data  and  in  preparing  accounting  remits. 
Examination  aypieg  will  gladly  be  tent  upon  request,  to  he 
retained  free  jor  desk  lue  if  evmiuaUy  adoj^ed  (u  dan  texU. 
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SHOULD  THE  EXCESS  PROFITS  TAX 
BE  REPEALED 

SUMMARY 

L  llieory  aod  pnotue  erf  tbe  ezoev  pioGte  tu,  861 — IL  BsMons  to 
immediate  repeal,  369.  —  1.  Fnruling  opinioii,  860.  —  2.  Tbe  inoome 
tax  cmdaagenKi,  370.  —  3.  Dangra  of  adminiatratiYe  ooll^ise,  871.  — 
4.  "Iimatod  ca^tal"  an  inacdiible  pioUem,  874.  —  m.  Theory  of  the 
imnntlav:  inveBtod capital, 876.  —  Hm  Exoeos  Frofita  Credit,  380. — 
11iePenonalEquatioD,381.—Bonoved  capital,  38S.  — IV.  Can  the 
tax  be  perfectedT  AdnuniatratiTe  disontion,  386.  —  I^war  profits, 
S8S.  —  T^ue  aonnal  deduetKHi,  389.  —  Scope  of  the  tax,  390. — Futun 
of  the  tax,  302. 

"We  have  found  the  main  sources,"  said  Presideiit 
Wilson  in  his  message  to  Congress  of  May  20, 1919,  le- 
fening  to  federal  taxation,  "from  which  it  must  be 
drawn.  I  take  it  for  granted  that  its  mainstays  will 
henceforth  be  the  income  tax,  the  excess  profits  tax, 
and  the  estate  tax.  All  these  can  so  be  adjusted  to  yield 
constant  and  adequate  returns  and  yet  not  constitute  a 
too  grievous  burden  on  the  taxpayer.  .  .  .  The  excess 
profits  tax  need  not  long  be  maintained  at  the  rates 
it4uch  were  necessary  while  the  enormous  expenses  of 
Uie  war  had  to  be  borne,  but  it  should  be  made  the  baas 
<d  a  permanent  tax  system  which  will  reach  undue 
profits  without  discouraging  the  enterprise  and  activity 
<^  our  buKness  men." 
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Theobt  and  Fbactibe  of  the  Excess 
Peopitb  Tax 

The  thought  iha.t  the  excess  profits  tax  should  be  ao 
formulated  as  to  be  avail&ble  if  necessary  for  pennaiiHit 
post-war  use  has  profoundly  influenced  American  Icg^ 
lation  on  this  subject  from  its  beginning.  When  in 
response  to  a  worldwide  concurrence  of  fiscal  need  and 
feeling  the  munition  manufacturer's  tax  of  Septembers, 
1916  was  expanded  into  the  excess  profits  tax  oi  March 
3, 1917,  the  latter  was  modeled  on  the  Canadian  rathn 
than  the  British  plan.  It  assumed,  or  started  with,  & 
principal  deduction,  called  now  in  the  statute  "Uh 
excess  profits  credit"  and  referred  to  here  as  the  "no^ 
nud  deduction"  or  "normal  return."  But  those  vbo 
framed  the  American  tax  of  March  3, 1917  consciously 
selected  a  normal  (or  what  they  beUeved  to  be  a  "nor- 
mal")  deduction  equal  to  8  per  cent  of  the  invested 
capital,  rather  than  a  deduction  based  upon  pre-war 
profits;  becauBB  the  former  could  serve  as  the  ba^  of  a 
permanent  tfix,  while  the  latter  could  not.  And  in  Ute 
later  contests  between  the  excess  profits  and  war  profits 
principles  the  leading  advocates  of  the  excess  profits 
principle  were  profoundly  influenced  by  the  desire  to 
keep  the  profits  tax  in  such  shape  that  if  necessaiy  it 
could  be  permanently  retained.  Conversely  much  of  the 
most  vehement  opposition  to  the  excess  profits  taxation 
had  its  source  in  the  fear  that  such  tax  would  be  foisted 
permanentiy  upon  the  country. 

This  is,  of  course,  not  the  whole  story.*  The  mgnal 
victory  of  the  adherents  of  the  excess  profits  principle 

1  TbaiU*ru|)b>kDdIiiidodliictb«adoi>tk»ottiienTao(MBatatOMal)Kl,inT. 
hu  bwD  niKdsttr  Mid  eotTMtlr  told  in  "  Tha  Wu  Tu  Aflt  of  1017,"  br '- W.  Trarib 
Qnvtcriy  Jonml  sf  1Ceoni»nfc».  Komnlwr,  1S17,  toL  ixxlfi,  mi.  37-87,  In  pKtimlv. 
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was  priadpally  due,  perhaps,  to  the  feeling  that  im- 
munity from  taxation  during  the  war  should  not  be 
granted  to  a  corporation  simply  because  it  had  been 
prosperous  and  successful  before  the  war.  A  majority 
of  those  who  took  this  view  entertained  no  deep  design 
to  perpetuate  the  excess  profits  tax.  But  the  leading 
adherents  of  the  excess  profits  principle,  and  the  chaiiv 
man  of  the  Committee  on  Ways  and  Means  in  partdo- 
ular,  were  consciously  animated  by  the  feeling  that  in 
this  principle  the  basis  for  a  great  and  new  permanent 
tax  had  been  found,  and  that  it  was  important  to  keep  it 
alive  and  ready  for  permanent  service. 

This  conception  of  the  tax  is  not  lightly  to  be  di»* 
missed.  It  is  neither  new,  revolutionary  nor  necessarily 
radical.  Early  in  the  year  1863,^  the  state  of  Georgia 
adopted  a  tax  on  profits  graduated  in  accordance  with 
the  ratio  between  profits  and  invested  capital;  and 
shortly  tiiereafter —  by  a  law  approved  December  14, 
1863  —  modified  and  extended  t^e  tax  so  as  to  m^e  it 
practically  an  excess  profits  tax,  applicable  to  profits  in 
excess  of  8  per  cent  of  the  capital  stock,  at  rates  from  5 
to  25  per  cent,  varying  with  the  amotmt  of  such  excess 
profits.  In  the  first  decade  of  the  present  century,  E.  C. 
Adams  repeatedly  endorsed  a  charge  or  tax  of  this 
general  nature  on  difFerential  profit  as  a  necessary  ac- 
companiment of  rate  regulation.'  When  in  1911  the 
state  of  Wisconsin,  in  adoptlog  a  general  income  tax, 
was  confronted  with  the  problran  of  equalizing  the  in- 
come tax  on  corporations  with  an  ordinary  progreaave 
income  tax  applied  to  individuals  and  partnerships,  it 
based  the  corporation  rate  upon  ihe  relation  between 

1  riiiiltTj  iDlM2p  "fff  "ffirrmn,  TnfT^t TuTitiiYTi.  r  ^''i^:  Qiamta.  "ThaLHuni* 
Tkx  ia  tb*  ConmoiiwMhls  <rf  tba  Unltad  State*,"  Fob.  Am.  Eooo.  Aan.,  Si 
(■rfas,  •ni.tr,  v^  gS-SB, 

■  Tlih.  ■!  li— I.  ■■■  lliii  liin«iailiiii  lliil  riirfiMiii  iIiIiiih"  niiiiiMh In  iiiiiiii  I1n 

tin,  ToL  tLpp.  ot-«e,  ud  vol  u,  w.  lao-us. 
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the  taxable  income  of  the  corporation  and  the  vthie 
(assesBed  value  for  purposes  of  taxation)  of  its  ptopaij 
used  and  employed  in  the  acquisitioii  of  such  income. 
The  kingdom  of  Norway,  also,  before  the  appeannce  d 
war  excess  profits  taxes,  adopted  a  coiporation  in«HQB 
tax  in  which  the  rate  was  graduated  in  accordance  m& 
the  rate  of  earnings  upon  the  capital  of  the  corponUani. 

Here,  in  the  writer's  opimon,  are  the  true  precurson, 
or  a  few  of  them,  of  the  excess  prc^ts  tax  as  a  perman»it 
tax.  That  the  tax  could  be  used  to  pimish  the  profiteef, 
check  monopoly  and  "penalize  success"  were  hxpif 
the  incidental  and  more  or  less  irrelevant  exaggerati(»iB 
which  usually  accompany  fiscal  proposals  of  this  nature 
in  a  democracy.  The  real  possbilily  or  promise  wluch 
the  permanent  excess  profits  tax  held  out  was  the  solo- 
tlon  of  the  perplexing  problem  of  adapting  the  prc^ies- 
sive  income  tax  to  business  concerns.  It  is  unneceesai; 
at  this  place  to  prove  by  reference  to  financial  histoiy 
and  comparative  le^slation  that  business  inevitaUf 
will  be  taxed  and  that  the  proper  treatment  of  businen 
under  an  income  tax  offers  a  peculiarly  difficult  problem 
which  must  be  solved.'  The  excess  profits  tax  held  out, 
in  theory  at  least,  a  partjculariy  promisng  and  attruv 
tive  solution. 

Assuming  the  posmbility  of  determining  nonnal  profits 
— the  profits  necessary  to  elicit  a  normal  amount  of  in- 
vestment —  the  plan  proposes  to  impose  budness  tax» 
largely  on  gains  in  excess  of  this  normal  return.  Becog- 
nizing  that  taxes  on  gross  income  or  even  on  net  inooim 
are  likely  to  be  shifted  in  whole  or  in  part  (partaculai^ 
when  there  is  a  large  volume  of  taxfree  securities  oat- 
standing),  it  H-ima  to  avoid  such  tjhifting  by  confining  the 
tax  to  differentifd  or  surplus  income.  Its  principal  pui- 
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poee  is  to  avoid  or  minimiie  the  represmve  efiecta  of 
inevitable  taxes  on  busness.  It  is  in  keeping  with  the 
best  and  Utest  theories  of  incidence  and  shifting.  It 
aims  at  windfalls,  the  fruits  of  chance  and  luck,  monop- 
oly gains,  war  profits  and  the  like;  not  to  satisfy  enmity 
and  revenge  but  to  shield  the  ordinary  profits  of  the 
ordinary  business  man,  to  protect  the  ccmsumer,  and  to 
encourage  investmrait.  It  offers  a  justification  for  —  or 
at  least  a  partial  corrective  of  the  evils  resulting  from  — 
shipping  bounties,  customs  duties,  and  BimilHr  grants  of 
state  aid,  by  providing  ikaX  in  case  such  asdstance  re- 
sults in  abnonnal  profits  to  private  industry,  these 
profits  shall  be  shared  with  the  government.  It  would 
fumi^,  if  it  could  be  satisfactoilly  applied,  a  Strong 
argument  against  government  ownership,  by  making  the 
state  a  partner  in  private  buoness,  ahm-iT^g  its  abnor- 
mal (i.  e.,  its  unnecessary)  gains,  but  not  awniming  the 
risks  and  responsibilities  of  active  participation  in  the 

iTianngBTnont 

As  pointed  out  serenl  years  ago  by  Henry  G.  Adams,  such  a  tax 
fits  in  harmonioualy  with  Hm  polity  of  rate  regulation  or  price  rego- 
Istion.  We  dull  probably  have  more  of  euch  TCgulatioii  as  time  goes 
m;  and  this  i^pilatioa  must,  in  all  im>batalify,  be  accomi^i^ied 
tlirou^  general  rules  which,  adiqited  to  Ute  kea  favorably  situated 
produeme,  yield  ^ceenve  retuma  to  tbe  mcoe  favorably  situated 
prodneras.  Under  such  eircumstanoee,  a  tax  upon  exoees  profits 
makes  the  results  of  price  regulatitms  more  equitable  and  more 
attncttve.  Some  such  device  as  this  would  appear  to  promote  in- 
dtviduatiBm  and  [vivate  industry.  Not  only  land  aitee,  as  Hemy 
Gewge  empjutaaes,  but  otiier  commercial  and  industrial  oppor> 
^qnitw*  differ  enormously.  We  cannot  give  to  each  industry  Uie 
■ame  opportunitke  of  location,  proximity  to  markets,  good  ahipi»ng 
toOitiee,  good  credit  institutions  and  good  government;  but  we  can 
make  ineqoalities  a  little  lees  by  impoeii^  a  tax  upon  the  differential 
Itfodact  —  npoa  excess  profita.  Conceivably  then,  the  excess  profits 
tax  iDMY  assist  materially  to  inomote  that  equality  of  opportunity 
iriiidi  is  as  necessary  to  good  business  as  to  good  ci1uenship.> 
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Included  among  those  who  champion  the  excess  profita 
tax  are  doubtless  some  who  would  keep  it  for  a  time  in 
the  hope  of  hftnwn'ng  and  ultimately  suppresang  private 
business.  Bui  most  of  those  who  spoke  and  thou^t  <rf 
the  possible  petpetuation  of  the  tax  did  so  to  save  and 
not  to  destroy  private  business;  to  make  the  taxati(m  of 
business  less  and  not  more  repressive;  to  hannonixe  Uie 
taxation  of  budness  income  with  the  taxation  of  p^ 
sonal  income.  Bumness  itself  will  recognize  in  the  next 
few  years,  if  the  excess  profits  tax  be  replaced  with 
dther  a  fiat  income  tax  or  a  sales  tax,  the  great  practical 
virtues  of  a  tax  which  diields  from  taxation  even  im- 
perfectly a  supposedly  normal  amount  of  profit.  It  is  no 
accident  that  the  tax  has  been  prolonged  in  Great  Britn 
ain  in  order  to  prevent  a  levy  upon  capital  and  vai- 
made  wealth.  It  is  not  by  lack  of  thought  or  through 
design  upon  private  enterprise  that  men  like  Otto  E 
Eabn  and  E.  R.  A.  Sel^man  have  declared  that  the 
general  aim  and  theory  of  the  excess  profits  tax  are 
sound. 

Such,  roughly,  in  t^e  writer's  conception  at  least 
would  be  the  rationale  and  general  function  of  the  peN 
manent  excess  profits  tax.  In  short,  as  I  have  stated 
elsewhere,  it  would  represent  the  share  of  the  state  in  Uie 
supeinonnal  success  of  buMness  enterprise.  It  would 
take  rough  toll  for  the  facilities,  aid  and  environment 
offered  by  the  community.  It  would  be,  so  far  as  the 
federal  government  is  concerned,  its  expression  of  a 
graduated  net  income  tax  upon  business.^  But  the  tax 
has  now  been  in  force  in  this  cotmtry  for  more  than  three 
years,  durii^  which  it  has  received  an  amount  and  kind 
of  study  which  probably  never  before  have  been  ac- 
corded an  American  tax,  with  the  possible  exception  of 
the  general  income  tax  of  which  it  is  a  part.  What  are 

I  "Tbt  Tuatioa  of  BorioM."  loo.  dt.,  p.  Ut. 
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the  teachings  of  this  experience  upon  the  impoitant 
question,  "Shall  the  excess  profits  tax  be  repealed?" 
and  upon  the  equally  important,  if  less  pressing  ques- 
tion, "Is  it  fitted  to  serve  now  or  in  the  future  as  a 
pennaoenttax?" 

II 
Reasons  fob  Immediate  Repeaii 

The  reasons  for  the  immediate  repeal  of  the  excess 
profits  ias.  seem  to  be  convincing,  even  in  that  calm  and 
loi^  view  which  in  this  domain  of  thought  represents 
tiie  scientific  as  distinguished  from  the  popular  view. 
Even  those  who  believe  that  the  excess  profits  tax  may 
at  some  future  date  properly  and  profitably  be  rein- 
stated should  coSperate,  I  believe,  in  its  temporuy 
withdrawal. 

1.  Prevailing  opinion  is  worthy  of  note.  To  the 
critics  who  opposed  the  tax  from  the  begLoning  must 
now  be  added  a  hirge  number,  probably  a  majority,  of 
the  economists  and  practically  all  of  the  treasury  or 
administrative  autiiorities,  most  of  whom  were  in  the 
hi^nning  predisposed  to  favor  the  tax.  Even  more 
significant  is  the  practically  unanimous  sentiment  for 
repeal  among  budness  men.  This  cannot  be  ascribed  to 
selfishness.  The  productivity  of  the  tax  is  diminishing 
rapidly,  and  the  law  promises  to  become  in  the  near 
Aituie  "a  statute  of  exemptions  rather  than  a  revenue 
producer."  The  business  man  is  well  aware  of  this. 
Nevertheless  he  works  for  its  repeal.  This  is  partly 
because  of  fear  of  what  it  may  become  in  the  future. 
But  it  is  ascribable  in  the  main  to  resentment  at  its 
intricacy  and  capricious  inequalities.  An  able  com- 
mittee  of  the  National  Industrial  Conference  Board,  rep- 
resenting the  most  important  business  interests  in  the 
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countiy,  after  numths  of  study  of  the  questuHi,  reoofm- 
mends  iha,t  the  excess  profits  tax  be  rephwed  by  an 
additional  tax  on  oorporati(m  income  not  to  exceed  6 
per  cent,*  malring  the  total  income  tax  on  etnporatioDt 
16  per  cent.  To  most  corporattons,  in  the  next  few 
years,  a  6  per  CMit  additional  income  tax  would  rqne- 
sent  a  heavier  contribution  than  an  eitcess  profits  tax 
on  the  present  bams.  Under  such  circumstances,  tlw 
deliberate  decimons  of  business  men  who  have  had  in- 
timate experience  with  the  tax  as  it  actually  wwfcs 
deserve  tike  most  respectful  consideration. 

2.  Paseing  from  opinion  to  fundamental  causes,  I 
find  tike  deepest  reason  for  the  repeal  of  the  excess  pn^tB 
tax  in  the  conviction  that  its  continuance  would  en- 
danger the  life  of  the  income  tax  itself.  No  federal  ad- 
ministraticai,  in  my  opinion,  is  cf^iable  during  t^  next 
five  or  six  years  of  carrying  with  even  moderate  soecess 
two  such  burdens  as  the  income  tax  and  the  emesB 
profits  tax.  A  lengthy  camptugn  of  education,  research 
and  reform  on  the  part  of  the  taxpayer,  the  tax  gatherer, 
Congress,  the  courts  and  tiie  experts,  including  econ- 
CHnists,  must  be  earned  on,  not  only  before  the  instat 
lation  of  a  permanent  excess  profits  tax  would  be 
justifiable,  but  even  before  the  practical  rij^t  of  tlw 
incinne  tax  to  endure  can  be  assured. 

A  successfully  administered  income  tax  I  believe  to 
be  an  essential  part  of  financial  democracy.  PerscHiaUy, 
therefore,  I  should  r^ard  its  breakdown  as  something  in 
the  nature  of  a  politloal  tragedy.  Looking  at  the  matter 
hnpersonally  and  historically,  it  seems  inevitable  that 
the  income  tax  shall  fill  an  important,  if  not  the  prin- 
dpal,  part  in  our  qrstem  of  federal  finance.  We  must 
succeed  with  it.  If  it  breaks  down  and  is  withdrawn,  it 

■  Not  to  •pply  to  "pidiBa  iitllltia  nbfMt  to  T«aktii]B."  Htpettt  et  tbt  ttm&ati 
bdwtrid  C«ato«nn  Boud.  SiimU  NMdMt  le,  DMMilMr,  IMDk  n>.  Bb  tt-U. 
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wiU  in  time  be  restored.  The  time  element  ie  important. 
It  is  demrable  to  save  tiie  generation  or  two  that  woiild 
be  lost  in  trying  out  substitutes  and  returning  to  the 
inevitable  path  of  development  if  the  income  tax  be,  as 
it  is  in  real  danger  of  being,  discredited  and  discarded. 
To  avert  that,  it  is  essential  that  we  learn  the  rudiments 
of  the  game  —  the  proper  application  of  the  ordinary 
graduated  income  tax  —  before  we  attempt  its  more 
difficult  applicationB. 

3.  As  a  matter  of  fact,  it  seems  to  be  beyond  doubt 
that  the  administration  of  these  two  taxes  is  in  danger 
of  collapse.  The  Secretary  of  the  Treasury  describes  the 
complexity  of  the  present  law  as  "clogging  the  admin- 
istrative machinery,  and  threatening,  indeed,  its  possible 
breakdown."  ^  The  present  Commissioner  of  Internal 
Hevenue,  and  his  predecefisor,  D.  C.  Roper,  agree  that 
t2ie  administrative  burden  must  be  reduced  if  disaster  is 
to  be  avoided.  Mr.  J.  E.  Sterrett,  who  from  his  expe- 
rience both  witiiin  and  without  the  Treasury  Depart- 
ment speaks  upon  this  subject  with  unusual  authority, 
says  of  this  tax:  "I  am  satisfied  from  my  knowledge  of 
conditions  in  Washington  that  its  administration  is 
inactieaJly  colh^wng." '  It  seems  unnecessary  to  heap 
up  evidence  to  establish  this  fact.  It  finds  ultimate  ex- 
pression in  the  probability  that  the  larger  and  more 
important  returns  under  the  Revenue  Act  of  1917  will 
not  be  finally  audited  and  settled  by  March  1,  1921, 
three  years  after  these  returns  were  fded. 

Why  not  improve  the  administration?  The  r^ly  is 
that  it  wiU  take  yeuB  to  in^rove  it.  The  intricacy  oS. 
the  excess  profits  tax  is  such  that  it  i&  hardly  an  exagr 
glBTation  to  say  that  it  takes  more  time  to  teach  an 
acooxmtant  to  master  its  nqrsteries  than  the  average 

>  Annad  B<vnt  of  BMraUiT  of  Ub  Tiworr,  Iflao,  p.  B(L 
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accountant  can  be  retained  in  the  service  after  he  hu 
attfuned  such  mastery.  Many  experts  or  consultanta  in 
private  practice  make  from  twenty-five  to  sixty  thon- 
Band  dollars  a  year,  or  more;  and  the  public  experts  are 
constantly  lesigning  to  enter  private  practice.  Among 
the  "key  men"  in  the  Bureau  of  Internal  Revenue,  ti» 
turnover  or  restgnations  have  frequently  been  at  the 
rate  of  more  than  100  per  cent  a  year.  Tradition,  back- 
ground and  continuity  of  doctrine  are  sacrificed.  The 
constant  shift  of  rulii^  and  doctrine  against  which  tax- 
payer's so  justly  coinplain  is  explained  in  large  degxe  by 
the  incessant  change  among  the  men  who  make  Uie 
more  important  rulings.  In  the  higher  positions  it  is 
practically  true  to  say  that  nearly  all  of  the  best  officials 
enter  the  service  in  the  expectation  of  acquiring  a  tecb- 
nicai  education  and  then  leaving  for  private  practice. 
Here  is  a  fundamental  weakness  of  American  govern- 
ment which  has  worried  the  best  minds  of  the  nati<Hi 
since  the  time  of  Geoi^e  Washington.  Until  it  is  solved, 
so  f ar  aa  the  Treasury  Departinoit  is  coDcemed  at 
least,  the  income  tax  wiU  be  in  jeopardy  and  the  proper 
administration  of  the  excess  profits  tax  will  be  obviously 
impossible.  More  elastic  salary  arrangements  woxild  go 
far  to  meet  the  difficulty,  but  salary  adjustment  can 
solve  only  part  of  the  problem.  Public  careers  must  be 
made  for  the  experts  in  question;  their  official  positions 
must  be  dignifi^  and  assured  before  the  federal  govern- 
ment can  successfully  attempt  to  administer  the  most 
difficult  forms  of  direct  taxation.  A  cure  will  require 
time,  much  time.  Ten  years  would  be  a  radically  short 
estimate  of  the  time  required  in  which  to  bring  the  tax- 
payers and  the  administrative  authorities  of  the  country 
to  a  point  where  the  excess  profits  tax  could  be  reasonr 
ably  well  enforced. 
This  is  not  the  place  to  diagnose  in  detiul  the  admin- 
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istrative  trouble  with  which  we  suffer.  It  is  sufficient  to 
point  out  here  that  the  roots  of  the  disease  lie  deep  in  the 
American  system  of  government,  deeper  even  than  the 
comparative^  suporfidal  source  of  infection  found  in 
the  fact  that  Congress  deliberately  inasts  on  keepii^ 
the  collectors  of  internal  revenue  and  tiieir  immediate 
appointees,  who  constitute  about  one-third  of  the  18,440 
employees  of  the  Bureau  of  Internal  Revenue,  outdde 
the  requirements  of  the  civil  Ber\ace  rules.  The  trouble 
is  intensified  and  partially  explained  by  the  high  adminis- 
trative ideals  which  the  Internal  Revenue  Bureau  enter- 
tains. It  aims  to  find  the  same  and  the  correct  answer  to 
each  of  the  thousands  of  intricate  legal  and  accotmting 
questions  which  arise  in  the  application  of  the  tax  laws. 
In  Great  Britain,  according  to  Professor  Hiug,  much 
greater  administrative  elasticity  obtains.  The  adminis- 
tration is  far  more  decentralized  and  much  greater  dis- 
cretion is  given  both  the  lower  and  higher  officials. 

In  the  caae  of  the  Exceas  Profits  Duty  particularly,  with  its  high 
rates  and  its  many  opporttmitiee  for  disagreement,  it  has  been  oon- 
Bidered  wise  to  conduct  the  adminietiation  along  broad  lines.  The 
aaaemoTB  have  not  failed  to  utilize  their  administrative  diecietion. 
As  one  of  them  remarked:  "We  wipe  ofi  £20,000  one  way  or  another 
as  though  it  were  a  half-pemiy."  The  Board  of  Inland  Revenue  has 
BpecdficaUy  said  to  the  local  Burveyora  that  "owing  to  the  present 
hi^  rates  of  taiation"  they  desired  "that  in  doubtful  cases  Uia 
aUommces  granted  in  calculating  Excess  Profits  Duty  should  err  on 
tlie  aide  of  generosity  rather  than  otherwise.' 

We  have  only  to  think  of  what  has  happened  in  the 
administration  of  the  American  property  tax,  to  appre- 
ciate how  impossible  it  would  be  to  confer  upon  sub- 
ordinate tax  officials  the  discretionary  authority  which 
according  to  Professor  Haig  has  proved  so  salutary  in 
Great  Britain.  We  must  have  far  more  administrative 
decentralization  in  this  country.    Our  federal  direct 
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taxes  cannot  be  sueoessfully  adminiBtered  until  the  tax 
"ffi'^ftl"  are  invested  with  more  diacretl(m  than  is  mnr 
accorded  to  them.  But  no  such  Utopia  can  be  reached 
here  until  we  have  a  body  of  officials  and  a  body  of  tax- 
payers skilled  by  decades  of  practice  in  die  finer  points  of 
inccone  and  profits  accounting,  until  Congress  revohi- 
tionixes  its  attitude  toward  administrative  discretdon, 
until  the  collectors  of  internal  revenue  and  their  imme- 
diate ^pointeea  are  brought  imder  civil  service  ruleSf 
and  tmtil  we  have  rid  ourselves  of  some  of  the  meticukras 
l^alism  which  leaves  each  minute  point  practically  us* 
settled  until  it  has  been  formally  decided  by  a  coiirt  of 
law.  The  ultimate  source  of  American  administrative 
weakness  ib  f  oimd  not  so  much  in  Congress  or  the  ezeco- 
tive  department  as  in  our  legalistic  traditions  and  our 
system  of  government. 

4.  Invested  capital  is  chiefly  reqwnsible  for  the  ad- 
ministrative burden  created  by  the  excess  profits  tax. 
Professor  David  Friday  ^  and  others  have  pointed  out 
tiiat  the  invested  capital  for  the  yeiu«  1917-20  must  be 
determined  whether  the  tax  be  repealed  or  not,  and  that 
the  computation  having  been  made  for  one  year,  it  wiD 
be  ea^  to  keep  it  up  to  date.  This  might  seem  a  coo- 
elusive  reply  to  the  argument  for  repeal  based  uptm 
administrative  burden;  but  two  consideratiraifl  to  my 
mind  invahdate  it  altogether. 

The  first  and  less  important  is  the  truth  that  if  the 
excess  profits  tax  be  sound,  it  should  be  applied  to 
individuals  (at  least  those  in  buaness)  as  well  as  to 
corporations.  An  effort  to  do  this  was  made  in  the 
Revenue  Act  of  1917.  It  was  unsuccessful.  To  differrat* 
tiate  business  capital  and  income  from  the  general 
wealth  and  income  of  the  typical  wdl-to-do  American, 
with  his  mixed  investments  and  many  activities,  is 
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beyond  OUT  present  administratiTe  powers.  It  is  hard  to 
brieve  that  the  nmilar  problem  is  handled  with  real 
success  in  Great  Britain  where,  according  to  Profeesor 
Haig,  "about  60,000"  assessments^  of  excess  profits 
duty  and  munitions  levy  were  made  in  1017  as  con- 
trasted with  34,048  ■  indhddufUs,  17,475  partnetships, 
and  142,619  corporations  makii^  returns  for  excess 
profits  tax  in  this  country  tmder  the  law  of  1917.  But, 
however  that  may  be,  it  is  altogether  cleu  that  such  a 
task  could  not  now  be  successfully  performed  in  the 
United  States. 

In  this  coimtry  the  excess  profits  tax  on  corporations 
now  serves  as  a  rough  equivalent  for  the  income  sur- 
taxes as  applied  to  the  reinvested  or  undistributed 
income  of  sole  proprietors  and  partnerships.  The  plan 
is  not  devoid  of  rough  justice.  But  no  true  equilibrium 
is  reached.  The  excess  profits  tax  compensates  for  or 
balances  the  surtaxes  so  imperfectly  that  already  Con- 
gress recognises  as  one  of  its  chief  tasks  such  a  modifica- 
tion of  the  income  tax  as  will  make  that  tax  apply 
equally  to  incorporated  and  unincorpranted  budness 
concerns.  That  problem  is  difiicult  enough.  Pending  its 
solution  the  excess  profits  tax  principle  may  profitably 
be  held  in  abeyance  for  study  and  conaderation.  Fur~ 
Ihermore,  a  supplementary  income  tax  on  corporations 
fairly  designed  to  serve  as  an  eguivaleni  for  the  euriaxet 
applied  to  other  taxpayers  would  probably  yield  in  the  next 
few  years  a  larger  revenue  than  the  excess  profits  tax.  This 
trutii  it  seems  to  me  clinches  the  practical  argument  for 
the  retirement  of  the  excess  profits  tax. 

The  second  consideration  referred  to  is  the  fact  that 
the  etmoept  of  invested  capital  and  the  use  made  of  it 
in  the  existing  excess  profits  tax  are  wrong.   Because 

I  Lm.  dt.,  p.  M. 

•  Not  Indndtv  tbon  ^Mnd  tor  tha  m.m11«I  8  iMT  ewt  mmm  mSU  tH  undw 
Bwtka  SW,  Bnnn*  Art  id  1H7. 


^dbyGoogle 


376  QUARTSBLY  JOUBNAL  OP  ECONOMICB 

they  are  wrong,  the  tax  results  m  fundamental  and 
necessary  inequaUties  which  make  the  assessments  iat 
1917-20  of  little  asEostance  in  providing  a  sound  baas 
for  a  permanent  tax.  The  problem  is  not  nearing  its 
practical  solution.  On  the  conb-ary  we  have  not  yet 
foimd  a  sound  theoretical  basis  for  the  tax.  These, 
however,  are  fundamental  criticisms  which  need  Uw 
support  of  more  lengthy  analysis. 

in 

Theory  of  the  Pkesent  La.w 

Invested  Capilal.  The  essence  of  the  present  law  is  U» 
determination  of  the  normal  deduction  as  a  percentage 
of  inv^ited  capital.  Invested  capital  is  defined  on  a 
strict  historical  or  cost  basU.  In  terms  tiie  corporation 
is  required  to  go  back  to  the  ori^nal  investment  and 
start  with  the  cash  or  property  paid  in  for  stock;  and 
strict  limitations  —  in  the  case  of  intangible  proper^, 
rigid  and  arbitrary  limitations  —  are  imposed  for  tin 
purpose  of  neutralizing  any  overvaluations  of  asseta 
which  may  have  taken  place  at  the  time  the  oorponiF 
tion  was  organized.  Any  writing  up  or  revaluation  d 
assets  thereafter  is  prohibited,  altho  of  course  in  com- 
puting the  earned  surplus  included  as  part  of  the  in- 
vested capital  it  is  necessary,  theoretically  at  least,  to 
check  or  otherwise  establish  the  accuracy  of  the  d^ne- 
oiaticm,  depletion,  and  profit  and  loss  accounts  from  the 
beginning. 

Intan^ble  assets  built  up  by  expenditures  deducted 
as  current  expense  or  developed  along  with  the  estab- 
lishment of  a  successful  busings  are  not  recognized  in 
general;  and  to  prevent  their  reception  through  re- 
organization it  is  provided  that  "in  tlie  case  of  the  re- 
organization, con6o]idati<m,  or  change  of  ownership  d 
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a  trade  or  business,  or  chaise  or  ownership  of  property, 
after  March  3,  1917,  if  an  interest  or  control  in  such 
trade  or  bueiness  or  property  of  50  per  centiun  or  more 
remains  in  the  same  persons,  or  any  of  them,  then  no  as* 
set  traneferred  or  received  from  the  previous  owner  shall, 
for  the  purpose  of  determining  invested  capital,  be 
allowed  a  greater  value  than  would  have  been  allowed 
tmder  this  title  in  computing  the  invested  capital  of 
such  previous  owner  if  such  asset  had  not  been  so  t^ana- 
ferred  or  received"  (Sec.  331,  Act  of  1918).  This  per- 
petuation of  tiie  staifug  quo  ante  March  3, 1917  holds  for 
the  purpose  of  computing  invested  capital,  even  tho  in 
general  the  gain  realized  in  such  reorganizations  — 
when  book  values  are  written  up — is  subjected  to  in- 
come tax  as  distinguished  from  excess  profits  tax.  On 
the  other  hand,  revaluation  of  assets  effected  through  r&- 
organizations  made  before  March  3, 1917  is  recognized 
in  computing  invested  capital,  provided  of  course  there 
was  a  legal  transfer  of  the  assets  from  an  old  to  a  new 
and  distinct  legal  entity.  Fortunate  the  corporation  that 
through  the  whim  of  fate  or  the  financial  ambition  of  ite 
directors  or  coiurt  decrees  reorganized  and  revalued  its 
assets  prior  to  March  3,  1917. 

No  adequate  discussion  of  the  technical  details  of  the 
invested  capital  formula  can  be  attempted  here.^ 
Enough  has  been  said  to  suggest  its  principal  defects. 
In  lai^^  degree  the  invested  capitcd  of  a  corporation 
depends  upon  the  time  and  circumstances  of  its  legal 
birth,  upon  the  tone  of  its  financial  policy,  on  the  chai^ 
acter  of  its  bookkeeping.  A  chance  reorganization  of  the 
most  artificial  kind  may  be  responsible  for  a  difference 
of  millions  in  its  taxes.  A  new  corporation  starts  with  a 
distinct  advantage  over  its  older  competitors  which 
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have  been  (MmservatiTe^  oaintaliaed;  it  labon  undn 
an  equal  disadvantage  in  competing  with  older  corpon- 
tions  which  started  with  watered  stock  and  onnvalued 
assete. 

The  fundamental  error  is  in  the  attempt  to  perpetuate 
ori^nal  investment  or  cost  values  (modified  of  couiae  hj 
depreciation,  depletion  and  the  like).  Ilie  attempt  is nt 
ptat  impractical.  In  the  case  of  the  oldest  corporatioQB 
and  those,  like  the  larger  railroads,  which  represent  a 
combination  of  many  preexisting  coiporations,  it  is 
literally  imposmble  to  follow  the  letter  of  the  law;  and 
in  other  cases  —  through  formal  reorganizations,  statu- 
tory "affiliation,"  accimiulation  of  depletion  reserves 
based  upon  permitted  revaluations  or  discovery  values, 
and  in  a  dozen  other  subtle  ways — the  living  fact  tiiat 
investment  values  do  chuige  bursts  or  seeps  throu^ 
ttw  dead  tiieory  of  the  law,  uid  finds  half-sui^resBed 
recognition  in  the  invested  capital  of  at  least  some 
taxpayras.  And  where  the  attempt  is  not  impractical, 
it  is  frequently  unjust. 

This  finds  expression  and  illustration  in  the  fact  tiut 
men  frequently  buy  stock  of  a  corporation,  for  invest- 
ment and  not  for  e^>eculation,  on  a  bams  wholly  dii^iro- 
portionate  to  any  wiaxii  could  be  j  ustified  by  the  ori^nal 
investment  —  or  the  statutory  invested  capital  of  the 
corporation.  Economically  such  stockholders  are  the 
true  owners  of  the  corporation.  They,  as  much  or  more 
than  the  corporation,  are  the  real  investors.  What  the 
original  investors  put  into  the  corporation  decades  at 
generations  back  is  or  should  be  immateriaL  The  in- 
vestment changes.  Writers  sometimes  c<mtrast  present 
value  of  capital  with  oii^nal  or  invested  cajntal  and 
maintain  that  both  have  their  appropriate  and  preset 
uses.  Thus  it  is  frequently  held  that  the  present  value 
of  capital  should  be  used  for  property  taxation,  while 
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the  invested  ca^ntal  —  or  some  modifioation  thraeof  — 
should  be  used  for  rate  r^ulation.  My  essential  point 
is  that  the  (»iginal  invested  capital  U  a  fictitious  and 
unreal  concept.  Given  enough  time,  the  investment 
must  and  does  change,  as  is  illustrated  by  the  fundft* 
mental  tteatment  of  land  values  lequired  by  the  ded- 
dons  of  the  Supreme  Court  in  valuati(HU  for  puiposes  of 
rate  regulation. 

It  should  be  added,  hovever,  that  the  defects  of  the 
invested  capital  formula  are  easily  exaggerated.  The 
arbitrary  limitation  upon  the  values  of  intan^ble  assets 
origmally  acquired  for  stock  found  in  Section  326  of  the 
law  has  not  proved  either  so  troublesome  or  bo  unjust  in 
practice  as  might  have  been  anticipated.  Moreover 
tiiere  is  a  strong  and  wholesome  tendency  among  cor- 
porations which  prosper  to  neutrahze  by  conservative 
accounting  the  effects  of  ordinal  stock  watering  or  oveiv 
capitalisation.  I  feel  confident  that  "invested  capital" 
fairly  represents  the  capital  entitled  to  a  noimal  rettim, 
in  a  large  majority  of  cases;  that  in  fully  75  per  cent  of 
the  cases  no  better  figures  for  asset  values  could  be  deter* 
mined  by  expert  appraisal  than  the  book  figures;  and 
that  in  at  least  85  per  cent  of  the  cases  the  value  of  the 
assets  even  on  the  depreciated  cost  basis  is  as  great  or 
tffKeXer  than  the  book  figures.  But  among  the  rather 
large  minority  are  many  cases  of  extreme  aberrati(m; 
and  among  the  last  15  per  cent  are  some  very  important 
eases  where  overvaluation  of  assete  results  in  an  ab< 
normally  low  tax  and  deep  injustice  to  conservatively 
financed  competitors. 

To  return  to  the  assumption  of  the  changelessness  c^ 
the  investment:  it  is  fundamentally  unreal,  and  works 
in  practise  the  most  capridous  and  indefensible  in- 
equalities. Two  corpraations  organise,  let  us  assume,  in 
18B0.  Both  are  successful  and  the  value  of  thdr  funda- 
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mentfd  property  holdings  increases.  One  reoi^anizeB 
two  or  three  times  before  March  3, 1917,  taking  up  eadi 
time  on  the  books  the  appreciation  which  has  t^en 
place  and  the  value  of  intangible  assets  which  have  come 
into  being.  In  this  case  both  the  appreciation  and  tiie 
intangible  assets  are  included  in  invested  capital  at  the 
values  fairly  ascribable  at  the  time  of  the  last  reorgaiuza- 
tion.  The  second  corporation  goes  through  no  reoi^ait- 
ization.  Its  taxes  will  be  indefinitely  higher  than  those 
of  the  first  corporation  by  reason  of  the  mere  fact  that  if 
did  not  chance  to  go  through  a  reorganization;  and  in 
both  cases  the  stockholders  may  have  changed  several 
times. 

There  are  relief  provi^ons  found  in  the  law  \riiich 
authorize  the  rectification  of  extreme  cases  of  injustice 
of  the  kind  noted  above.  But  they  do  not  work  satis- 
factorily. The  relief  is  only  for  the  extreme  case,  and 
the  error  or  infection  subtly  pervades  the  entire  tax. 
Practically  every  successful  corporation  has  important 
intangible  assets.  Whether  tiiey  have  been  taken  up  on 
the  corporation  books  in  such  a  way  as  to  authorize  thdr 
inclusion  in  invested  capital  is,  however,  largely  an 
accident. 

The  Excess  Profit  Credit.  Invested  capital  serves  as 
the  basis  of  the  "normal  deduction."  Not  only  the 
basis  but  the  rest  of  the  process  of  computing  the  normal 
deduction  is  seriously  defective.  It  is  hardly  necessary 
to  prove  that  a  flat  8  per  cent  of  the  invested  c^tal 
cannot  represent  a  fair  normal  deduction  for  the  thou- 
sands of  classes  of  business  enterprise  which  must  be 
taxed.  Everyone  recognizes  that  the  same  rate  of  return 
which  would  be  fair  to  banks  would  be  unfair  to  the  men 
who  make  a  business  of  prospecting  or  "wild-catting" 
for  minerals  and  oil.  What  is  not  so  generally  recog- 
nized is  the  fact  that  the  proper  rate  of  return  differs  not 
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onfy  with  the  class  of  induetry  but  witii  the  size  and 
precise  budness  of  particular  taxpayers.  Prospecting 
for  oil  is  a  hazardous  budness,  but  if  conducted  on  a 
scale  large  enou^  and  in  conjunction  with  other 
branches  of  the  oil  industry,  tiie  risk  and  hazard  are 
probably  not  bo  great  as  those  involved  in  operating  a 
hotel  or  conducting  a  comer  grocery.  There  are  a  few 
mines  which  can  be  financed  on  a  lower  bads  tdian 
many  banks. 

Moreover  tiie  classes  of  buaness  enterprise  which 
would  have  to  be  distinguished  for  this  purpose  are 
far  more  niunerous  than  most  persons  suppose.  Con- 
gress has  tried,  sympathetically,  to  solve  this  problem. 
Proposals  to  vary  the  percentage  for  different  types 
of  business  enterprise — or  to  permit  administrative 
authorities  to  adjust  the  percentages  —  have  on  several 
occasions  met  with  the  approval  of  the  Committee  on 
Ways  and  Means,  but  upon  a  full  canvass  of  the  diffi- 
culties they  have  always  been  abandoned.  A  partial  and 
comparatively  unimportant  variation  of  the  rate  was 
authorized  for  the  taxable  year  1918  in  Section  311(6)  (2) 
of  the  Revenue  Act  of  1918.  Here  the  percent!^  deduc- 
tion was  in  certain  cases  fixed  "as  the  average  percent- 
age of  net  income  to  invested  capital,  for  the  pre-war 
period,  of  corporations  engaged  in  a  trade  or  business  of 
the  same  general  class  as  that  conducted  by  the  tax- 
payer." The  particular  percentages  were  to  be  derived 
from  the  returns  of  taxpayers  themselves,  the  median 
average  was  to  be  used,  and  significantly  this  average 
was  to  be  computed  for  general  classes  only.  In  other 
words  the  problem  was  put  in  its  eadest  and  most 
definite  form.  But  the  Boreau  of  Internal  Revenue  in 
administering  this  provision  foimd  it  dedrable  to  dif- 
ferentiate 277  "industrial  subdivisionB."  ^ 
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I  do  not  b^ere  it  is  posatie  to  solve  this  proldem 
by  grant  of  administrative  discretion,  altho  the  Biitidi 
practise  of  increanng  the  statutory  percentage  oSers  an 
apparent  improvement  on  the  li^dity  of  the  Amerieaa 
law.  But  elasticity  as  between  or  among  classes  does 
not  go  to  the  root  of  the  difficulty.  We  need  elasticily 
witiiin  each  class.  In  any  wellniefined  subdiviatm  of 
industry  the  new  concern,  starting  to  build  up  a  buoneaB 
fnmi  the  ground,  des^ves  a  higher  percent^e  dedoo- 
tion  than  the  old  and  successful  industry  yiiath  has 
passed  through  the  perils  of  the  derdopment  stage  and, 
havii^  achieved  success,  has  cafntalised  its  assured 
earning  power  in  such  a  way  as  to-  get  this  intangiUe 
value  into  its  invested  capital.  We  have  not  solved  tiiis 
question  in  ihe  field  of  rate  regulation,  where  the  ad- 
ministrative authorities  deal  with  individual  cases  and 
take  months  to  work  out  decisions  with  every  assistance 
from  experts.  What  could  the  taxing  authorities  do 
with  millions  of  assessments  to  make  and  thousands  d 
classes  to  differentiate? 

A  laige  part  of  the  function  or  service  wiiich  the  po^ 
oentage  deduction  is  deagned  to  perform  should  be  p^ 
formed  by  anotii^  device^ — that  of  smoothing  or 
averaging  profits  from  year  to  year.  Under  the  British 
income  tax  (not  under  the  excess  profits  duty)  the 
profits  of  business  concerns  may  be  averaged  over  a 
period  of  years,  usually  three,  for  purposes  of  taxatim. 
Under  the  British  excess  profits  duty  [Sec.  38  (3), 
Finance  (No.  2}  Act,  1915]  a  taxpayer  who  sustains  a 
loss  or  whose  profits  fall  tdiort  of  the  point  which  bn 
volves  liabiUty  to  tax  is  entitled  to  a  credit  for  such 
deficiency  against  any  excess  profits  taxes  paid  ^Uter 
for  previous  or  succeeding  periods.  This  provision  en- 
ables the  taxpayer  in  effect  not  only  to  credit  against 
years  of  hi^  income  losses  of  previous  or  succeeding 
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years,  but  emough  prt^ts  may  be  taken  from  the  good 
years  to  make  up  for  any  noimal  deduction  which  he 
mil^t  have  used  in  prior  years  but  did  not  because  his 
I»a£tB  were  then  below  normal.  In  other  words,  the 
profits  of  each  year  are  continually  smoothed  or  aver- 
aged with  the  profits  which  have  gone  before.  In  this 
country  Congress  only  with  the  greatest  difficulty  could 
be  brought  to  authorize  for  practically  one  year  only 
the  so-called  net  loss  and  inventory  loss  allowances.  A 
thon^[oing  acknowledgment  of  the  fact  that  the  annual 
accounting  period  is  too  short  a  time  in  which  to  strike  a 
true  balance  of  gain  and  loss,  is  a  condition  precedent  to 
the  fair  and  successful  application  either  of  an  income  or 
an  excess  profits  twt.  Yet  such  a  provision  would  veiy 
seriously  reduce  the  yield  of  a  permanent  excess  profits 
tax;  and  it  would  seem  cotain  that  aa  the  rates  of  the 
British  excess  profits  duty  decline  and  lean  years  follow 
war  prosperity,  some  modification  of  the  Briti^  "set- 
off for  deficiency"  will  have  to  be  made. 

Suppose  the  normal  percentage  to  have  been  prop- 
erly graded  to  fit  the  hoards  of  different  undertakings, 
and  provision  made  to  set  off  the  losses  and  low  earnings 
of  lean  years  against  the  h^her  profits  of  the  fat  years — 
■wba,t  would  remain  of  an  excess  profits  tax  during  a 
period  of  falling  profits  such  as  we  are  now  probably 
entering?  Is  not  the  excess  profits  tax  by  nature 
adapted  only  to  periods  of  war  and  inflation?  I  confess 
to  grave  doubts  about  the  proper  uiswers  to  these  ques- 
tions. But  I  have  no  doubt  that  the  whole  process  (^ 
determining  the  normal  deduction  as  a  percentage  of 
capital  is  not  on^  administratively  too  difficult  for  us  at 
present,  but  that  it  contains  so  much  fundamental  eircn- 
and  —  particulariy  this — it  ignores  so  many  funda> 
mental  dements,  that  it  may  be  said  to  be  wrong  in 
fhecoy. 
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The  Pereonal  Equation.  One  of  the  fundamental  eb- 
mente,  not  bo  much  ignored  as  improperly  recognized,  is 
represented  by  the  quality  and  efficiency  of  the  labor 
and  effort  m:pended  by  the  owners  of  the  busnees. 
This  personal  element  is  supposed  to  be  taken  care  of  by 
the  deduction  for  salaries.  In  certain  large  corporaticHu 
the  salary  deduction  performs  this  function  with  the 
rough  accuracy  which  alone  can  be  hoped  for  in  tax  lawB. 
But  among  sole  proprietors,  partnerships  and  small 
corporations  the  salary  deduction  doee  not  solve  tiu 
problem  with  even  approximate  accuracy.  Recognitkn 
of  this  fact  waa  partly  responsible  for  the  exemption  in 
this  country  from  the  excess  profits  tax  of  individuals, 
partnerships  and  personal-service  corporations.  It  was 
almost  wholly  responMble  for  the  ingenious  provisions 
inserted  in  both  the  American  and  Brilish  tax  laws  ita 
the  artificial  limitation  of  the  excess  profits  tax  cm 
smaller  corporations.^  But  even  among  large  coip(Hft- 
tions  an  increasing  number  of  the  more  important 
officers  are  being  paid  partially  or  wholly  in  shares  of 
the  net  income.  These  officers  are  actually  receiving 
"profits"  which  should  be  subject  to  excess  profits  tax 
where  such  a  tax  is  in  existence.  But  these  profits  bear 
no  relation  to  any  invested  capital  of  a  measurable 
kind. 

This  personal  element  pervade  practically  all  buo- 
ness.  It  is  cared  for  or  eliminated  so  imperfectly  by  the 
salary  deduction  that  it  introduces  an  indefinite  element 
of  error  in  the  great  majority  of  business  concerns  when 
the  normal  deduction  is  computed  as  a  percentage  of 
capital.  An  indirect  reflection  of  this  truth  is  fotmd  in 
the  striking  statistics  prepared  by  the  Treasury  Depart- 
ment showing  that  the  excess  profits  tax  when  not  cot- 
rected  bears  more  heavily  upon  small  ttum  upon  la^ 
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corporations.^  The  remaricable  showing  of  these  statis- 
tics reflects  largely  the  failure  of  the  exceas  profits  tax  of 
1917  to  eliminate  the  personal  factor.  It  is  possible 
partly  to  protect  the  taxpayer  by  the  use  of  devices  such 
as  those  employed  in  the  American  and  British  laws. 
But  how  is  the  government  to  be  protected  under  laws 
which  exempt  personal  earnings  from  the  excess  profits 
tax? 

Borrowed  CapiUU,  Closed  connected  with  the  "peiv 
sonal  error"  noted  above  are  the  difficulties  aridng  from 
the  exclufdon  of  borrowed  capital.  There  is  space  here 
only  to  set  down  somewhat  Bu^^narily  the  writer's  con- 
clusionB  in  this  much  debated  field.  There  is  a  real 
difficulty  here,  but  it  is  not  to  be  cured  by  denying  the 
deduction  for  interest  paid  and  allowing  the  borrower 
to  take  the  percentage  deduction  on  all  invested  capital 
whether  borrowed  or  owned.  Men  with  large  personal 
credit  frequently  do  business  with  stock  and  equipment 
merely  advanced  by  others,  upon  which  no  interest  of 
the  ordinary  kind  is  charged.  Frequently  the  advances 
are  so  informal  that  they  can  hardly  be  called  capital  at 
all,  either  borrowed  or  owned.  The  proprietor  simply 
sells  goods,  advanced  to  him  on  open  account,  turning 
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them  ov^  bo  rapidly  that  no  borrowing  of  capital  in  the 
ordinary  sense  is  necessary.  This  re[H«BentB  an  inteN 
mediate  stage  between  the  ordinary  merchant  and  tlw 
full-fledged  broker  or  oommisfdon  house.  The  easential 
source  of  the  trouble  is  that  the  normal  return  in  saeh 
cases  bears  no  inteUigible  relation  to  the  capital  dth» 
borrowed  or  owned.  Tracing  the  criticisms  based  upcm 
the  exclu^on  of  borrowed  capital  back  to  their  ultimate 
source,  we  find  their  true  significance  to  be  that  a  sound 
determination  of  the  normal  deduction  cannot  be  made 
as  a  multiple  or  percentage  of  capital. 

IV 

Can  the  Excdsb  Pbohts  Tax  bb  Pbrfectbd? 

Can  practical  remedies  be  found  for  the  defects  of  the 
excess  profits  tax?  Perhaps  in  time,  after  much  further 
research  and  reflection. 

AdminiatraHve  Discretion.  The  principal  remedy 
ordinarily  prescribed  is  a  large  dose  of  administiative 
discretion.  Professor  Haig  (asdsted  by  Mr.  George  E. 
Holmes)  in  his  wise  and  admirable  monc^raph  on  die 
taxation  of  excess  profits  in  Great  Britun  has  em- 
phaazed  the  extent  to  which  administratiTe  discretion 
is  responsible  for  the  superiority  of  the  British  law  and 
administration.  But  this  remedy  will  not  save  the 
British  tax,  if  the  repeated  promises  of  the  British 
government  to  repeal  the  tax  at  the  eariiest  possible 
moment  are  to  be  taken  at  their  face  value.  Certunly 
administrative  discretion  cannot  save  the  American  tax 
under  present  conditions. 

The  principal  problems  of  excess  profits  taxation  were 
well  canvassed  before  the  Revenue  Act  of  1918  was 
passed.  Its  principal  defects  and  abnormalities  woe 
anticipated,  particulariy  in  the  Revalue  Act  of  1918  aa 
it  first  passed  the  Senate.  TitR  abnonnal  or  exc^itioiial 
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cases  were  classified  in  Section  327  of  the  Senate  draft, 
and  authority  granted  to  cure  them  by  reference  to  the 
experience  or  treatment  of  representative  concerns.  In 
craiference  the  detailed  enumeration  of  caaes  as  f oimd  in 
the  Sraiate  bill  was  omitted  and  abstract  language  intro- 
daoed  which,  however,  it  was  definitely  agreed  should  be 
interpreted  to  cover  the  classes  of  cases  q)ecified  in  the 
Senate  bilL^ 

Section  S27  has  not  proved  conspicuously  succees- 
ful.  Professor  Haig  and  Mr.  Holmes,  while  praising  the 
{dan  by  which  administrative  action  is  taken  without 
public  explanation  under  the  British  law,  criticise  it 
under  the  American  law.'  The  British  "Board  of  Ref- 
erees does  not  announce  the  basis  upon  which  it  rests 
its  decision,"  and  its  decisions  are  hailed  with  acclaim. 
The  principal  relief  sections  of  the  American  law  also 
"are  administered  by  Star  Chamber  proceedings."  But 
the  remedy  that  affords  satisfaction  in  Great  Britain 
arouses  criticism  in  the  United  States.  "It  is  natural  for 
him  [the  taxpayer]  to  assume,  tiierefore,  that  the  power 
to  assess  him  is  arbitrary,  practically  unchecked,  and 
wholly  contrary  to  our  American  principles  of  taxation. 
Nor  is  his  criticism  entirely  without  foimdation."  Here 
is  the  essence  of  the  probleniL  Wide  administrative  dis- 
cretion is  not  suited  to  the  American  habit  and  tradition 
in  matters  of  taxation.  It  is  not  granted  imgrudgingly  to 
the  administrative  authorities  by  Congress,  and  it  is  not 
OKnased  freely  and  boldly  by  the  administrative  au- 
thorities wheal  it  is  granted.  We  are  too  legalistic  suo- 
ceaafully  to  reconcile  in  the  same  statute  Yes  and  No. 
Congress  cannot  lay  down  the  principle  of  original  in- 
vestment in  Secti(m  326,  check  the  principal  loopholes  of 
escape  in  Secti<m  331,  annoimce  that  the  principle  is 
adopted  as  a  principle,  and  then  e:q}ect  successfully  to 
-  n  n  inwnTi ■iriwuiiiii  wiiMiiiiii «ifMw),ni  iim.  iM 

•  Loo.  (It.,  pp.  Ul,  187,  us. 
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reduce  its  rigors  by  inserting  an  abstract  relief  pTOTiatHi 
calling  for  free  exercise  of  administrative  discretioo. 

Pre-war  Profits.  The  solution  or  remedy  is  not  to  be 
found  in  the  use  of  average  or  pre-war  profits  as  a  oonDsl 
deduction.  This  proposal  contains  a  truth  of  great  iov- 
portance.  The  principal  element,  perhaj^,  in  deto^ 
mining  normal  profits  should  be  past  profits,  and  this  is 
true  not  only  for  a  war  profits  tax  but  for  an  excees 
profits  tax.  A  bunness  concern  which  can  truthfuUy  be 
said  to  have  established  a  ^ven  level  or  volume  of 
profits,  may  fairly  claim  that  volume  of  profits  as  its 
normal  return. 

Yet  this  also  is  a  truth  of  limited  applicatlim.  The 
profits  for  two  or  three  yeaiB  before  the  war  do  not 
establish  such  a  normal  return.  Such  profits  may  have 
been  abnormally  high  or  abnormally  low.  Consider  a 
heavy  investment  made  in  the  expectation  of  distant 
returns.  Here  the  original  investment  has  more  signifi- 
cance  than  the  income  record  <^  the  company  in  c(m- 
trolling  the  normal  return.  Or  consider  a  corporation, 
the  stock  of  which  is  still  held  wholly  or  mainly  by  the 
original  subscribers,  and  which  by  some  happy  ccnnbina- 
tion  of  circumstances  or  by  startii^  under  some  partic- 
ularly auspicious  star  had  made  from  the  beginnioi 
abnormally  high  profits.  This  was  the  case  approxi- 
mately with  the  automobile  industry,  which  as  an  in- 
dustry may  be  said  to  have  been  abnormally  prosperous 
from  its  real  beginning  until  recent  months.  Here  again 
accuracy  and  logic  would  require  that  t^e  norm^  deduc- 
tion should  be  based,  if  not  upon  capital,  at  least  up(» 
something  other  than  the  past  profits.  Abnormally  hi^ 
pn^ts  in  the  past  should  constitute  no  ground  for  im- 
munity from  a  future  tax  on  supernormal  profits.  This 
is  not  word  play ;  it  is  a  mere  suggestdon  of  the  truth  that 
an  fU)nonnal  state  may  continue  for  a  condderable  time 
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without  becomiag  "normal."  Consider  fimJly  the  con- 
cern which  has  had  abnormally  low  profits  in  the  paet. 
It  is  certain  that  the  legislature  will  recognize  this  hard- 
Bbip  by  granting  a  deduction  based  on  capital  or  some- 
thing else  than  past  profits.  But  if  prior  profits  may  be 
Bubnormal,  they  may  in  other  cases  be  supernormal. 

Forgetfulness  of  Hob  truth  is  perhaps  responsible  for 
the  general  dissatisfaction  with  the  pre-war  profit  stand- 
ard in  Great  Britiun.  The  latter  (like  most  other  de- 
vices in  the  British  law)  has  been  used  —  I  think  wisely 
—  to  save  the  taxpayer  from  a  rather  savage  tax  levied 
in  times  of  stress.  But  in  the  long  run  a  sound  tax  stat- 
ute must  protect  the  government  as  well  as  the  taxpayer. 
In  any  event  it  is  most  significant  that  such  dissatisfac- 
tion does  exist.  It  was  voiced  by  the  Chancellor  of  the 
Exchequer  in  explaining  the  financial  statement  of 
April  19, 1920: 

I  vould  remind  the  Committee  that  under  the  provisioDB  of  the  Ex- 
oees  Profits  Duty  prosperous  coacems  with  a  l^ge  pre-war  standard 
may  escape  lialnlity  for  the  tax  because  their  present  profits,  tho 
hi^,  are  not  in  excess  of  their  standard,  and,  at  any  rate,  they  pay 
tax  on  what  all  of  ua  think  an  unduly  low  scale. 

It  is  reflected  also  in  Professor  Haig's  conclusion  that 
^ter  all  the  percent^e  deduction  is  preferable  to  a  pre- 
war profits  deduction : 

If  we  are  to  continue  profits  taxation,  the  general  standard  pre- 
scribed in  our  present  law  for  determining  the  richness  of  the  profits 
should  be  retained.  The  best  British  opinion  supports  the  view  titat 
a  percentage  of  invested  capital  is  a  more  satisfactory  test  than  the 
earnings  of  some  previous  period,  in  a  tax  of  this  character,  and 
they  have  shown  how  that  percentage  can  be  cleverly  varied  to  meet 
tbe  peculiar  oonditiona  in  each  line  of  busineea.! 

The  True  Normal  Deduction.  What  then  is  the  true 
normal  deduction?  The  writer,  at  least,  must  answer 
that  question  in  the  words  of  a  wise  and  liberal  Ameri- 

<  Hd«,loo.(it.,p.l74. 
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dm  financier,  Otto  H.  Eidin.  "It  seans  tome  thattiie 
excess  profits  tax  must  go.  I  am  sorry  to  s^  it,  because 
in  theory  it  is  a  wholly  just  tax.  I  wish  some  one  would 
invKit  a  way  by  which  the  excess  profits  tax,  or  aoioe- 
thing  in  the  nature  of  an  excess  profits  tax,  could  erai- 
tinue.  .  .  ."^  The  original  capital  invested  has  in  seme 
cases  a  real  significance,  but  in  the  majority  <tf  cases  it 
should  be  replaced  by  s(mie  later  reproduction  value. 
I^e  percentage  deduction  should  vary  with  the  risk,  but 
in  the  main  tiie  risk  element  should  be  eliminated  (alraig 
with  much  of  the  tax)  by  averaging  losses  and  Bubn<Hmal 
profits  ovCT  a  period  which  should  be  at  least  tiuee 
years  in  most  industries  and  not  less  than  ten  years  in 
some  industries.  The  personal  element  should  be  elim- 
inated to  the  extent  that  the  normal  return  is  figured  as 
a  percentage  of  capital,  and  yet  there  are  many  trades 
or  industries  in  which  the  personal  element  is  the  chief 
element  and  it  pervades  all  business  to  scone  degree.  At 
bottom  I  can  see  no  reason  why  a  lawyer  or  enf^neer 
whose  earnings  are  "supernormal"  should  be  ezenq>t 
from  the  excess  profits  tax.  While  the  separate  division 
of  budness  taxation  exists  in  my  mind  as  one  oS  the 
indubitable  truths  of  fiscal  e:^ierience  and  science,  the 
distinction  usually  drawn  between  "bufdnees"  on  the 
one  hand  and  investment  or  labor  on  the  other,  im- 
presses me  as  th(Hx>ly  fictitious  from  the  economic  stand- 
point. The  business  tax  is  or  should  be  a  tax  on  eveiy 
man  in  his  productive  capacity. 

Scope  of  the  Excess  Profits  Tax.  That  brings  us  to  the 
mystmes  involved  in  the  relation  between  the  ezoees 
profits  tax  and  other  income  taxes  levied  upon  personal 
and  investment  earnings.  We  confine  the  excess  pnSia 
tax  to  profits,  eliminating  wages  and  salaries  cm  the  tme 
-hand  and  interest  on  the  other.    But  wlqr? 

>  HMilnfi  bdfln  tb*  CgerndttM  en  Wtn  «Bd  ll«ui,  Dm^mt  U,  UK,  p.  UL 
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Conoder  the  investor.  He  has  been  lost  edght  of  in 
Uiis  connection,  lai^y  because  as  owner  of  common 
stock  he  was  taxed  through  the  corporation,  and  as 
owner  of  bonds  or  pref^red  stock  he  sufTered  rather 
than  guned  by  the  war  and  the  shrinkage  in  capital 
values  due  to  rising  interest  rates.  But  under  a  per- 
manent excess  profits  tax,  in  times  of  peace,  he  might  be 
the  princip^  beneficiary  of  state  activities.  The  muit- 
tenance  of  the  gold  standard,  resolute  insistence  upon 
credit  restriction  and  deflation,  these  and  similar  pubUc 
policies  may  in  the  future  greatly  increase  the  income  of 
investors  as  such. 

The  lai^  investor  is  particulariy  worth  considerii^; 
because  he  can  practically  put  himself  in  "business"  or 
take  himself  out  of  "business"  at  will,  by  incorporating 
his  investments.  He  can  under  the  present  tax  law  re- 
lieve himself  of  the  higher  surtajffis  on  reinvested  or 
saved  income  and  subject  himself  to  the  excess  profits 
tax;  or,  being  incorporated,  he  can  bring  himself  back  to 
the  status  of  mere  investor  by  dissolving  the  corpora- 
tion.^ Tliis  gives  rise  to  a  m(Kst  E^i;nificant  paradox. 
Under  the  income  tax,  the  man  who  is  wealthy  enough 
to  draw  a  large  income  from  gilt-edged  investments 
with  a  Tnii>imiiTii  of  risk  and  effort  is  threatened  with 
discriminatoty  differentials  against  unearned  income  and 
is  actually  subjected  to  progresave  rates  exceeding  at  the 
maximum  70  per  cent.  But  under  the  excess  profits  tax, 
behind  the  screen  of  the  corporate  fiction,  his  veiy  excess 
of  wealth  and  security  from  risk  made  him  the  object  of 
solicitude  and  exemption.  This  is  true  whether  he  is  the 
sole  stockholder  or  associated  with  others.  Tbecircum- 
stances  which  under  one  tax  invite  attack,  under  the 
otiier  justify  exemption.   Who  shall  solve  this  riddle? 

'  TbtmattwtmtmuaxliiiUmtrat alaMUf  tana atytataiilMlitr.  Annmbvcflb* 
•>|liM«n  hare  imwtkallT  in«or> 
sr  not  M  It  ndU  th«ii  ItttMaM. 
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Future  of  the  Exees»  Profits  Tax.  Whatever  m&y  be 
the  ultim&te  answer  to  this  riddle,  I  feel  certain  that  tiw 
truth  lies  between  the  two  extremes.  The  excess  profits 
tax  has  grieTOUsly  sinned  in  overtaxing  profits  derived 
from  the  more  hazardous  and  difficult  industrial  under- 
takings. Relatively  at  least,  it  has  dealt  far  too  tendei^ 
with  assured  income  derived  from  highly  capitalized  in- 
vestments, particularly  intai^ble  assets.  The  inccKoe 
tax  also  has  unduly  penalized  risk-taking  investment 
and  in  the  face  of  the  vast  outstanding  volume  of  tax- 
free  securities  has  partially  defeated  its  own  ends  by 
excesdve  rates. 

And  I  feel  reasonably  certfun  of  the  direction  in  which, 
at  this  juncture,  we  should  turn  our  steps.  The  income 
tax  as  a  tax  upon  business  —  in  its  relation  to  men  as 
savers,  workers  and  enterprisers  —  must  be  perfected. 
Its  repressive  effects  upon  investment  and  enterprise 
must  be  corrected.  Men  will  not  save  and  invest  except 
in  tax-free  securities  if  the  income  so  invested  and  tlte 
fruits  of  the  investment  are  to  be  taxed  at  rates  exceed- 
ing 70  per  cent.  The  income  surtaxes  must  be  reduced 
at  least  on  that  income  which  is  saved  and  reinvested  in 
"taxable  property  or  business."  It  is  in  the  treatment 
of  saved  and  reinvested  income  that  the  present  inccone 
tax  deals  most  differently  with  corporations  and  other 
taxpayers.  In  reforming  the  taxation  of  saved  and  re- 
invested income  occasion  should  be  taken  to  place  Ha 
corporation  and  other  taxpayers  on  a  substantially 
equal  basis.  The  practical  steps  or  amendments  by 
which  to  do  this  have  been  worked  out  in  a  number  of 
different  forms,  full  description  of  which  may  be  found 
in  tiie  Annual  Report  of  tiie  Secretary  of  the  Treasury 
for  1920,^  the  Report  of  the  Tax  Committee  of  the 
National  Industrial  Conference  Board,'  or  the  Report 
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of  the  Tax  Committee  of  the  National  Association  of 
Credit  Men/  and  recent  lef^endum  proposals  of  the 
Chamber  of  Commerce  of  the  United  States. 

These  reforms  would  greatly  reduce  the  repressive 
effect  of  OUT  direct  taxes  on  business.  This  was  the 
primary  object  of  the  excess  profits  tax  as  a  peace  meas- 
ure —  a  permanent  tax.  But  it  has  failed  in  achieving 
that  object.  It  should  therefore  be  retired.  The  reforms 
of  the  income  tax  referred  to  above  involve  some  addi- 
tional tax  on  corporations  to  compensate  for  the  surtaxes 
imposed  upon  the  reinvested  or  tmdistributed  profits  of 
individuals  and  partnerships.  This  additional  tax,  as 
has  already  been  stated,  will  probably  supply  even  more 
revenue  than  the  excess  profits  tax  would  yield  during 
the  next  few  years.  There  is  every  reason,  therefore,  to 
try  out  necessary  and  inevitable  changes  in  the  income 
tax,  as  a  business  tax,  before  a  final  verdict  is  reached 
concerning  the  future  desirability  and  availabUty  of  the 
excess  profits  tax.  It  is  not  at  all  impossible  that  we 
shall  find  the  answer  to  our  riddle  in  lower  differential 
rates  upon  income  which  ia  used,  not  for  enjoyment  and 
consumption,  but  for  productive  purposes  particularly 
in  the  more  hazardous  lines. 

Meanwhile  the  burden  of  proof  is  fairly  upon  the 
friends  of  the  excess  profits  tax.  Until  we  can  satis- 
factorily define  its  true  scope  and  place  in  the  tax  ifys- 
tem,  until  we  can  clearly  state  how  the  normal  deduction 
or  return  should  be  ascertained,  we  have  no  right  to  ask 
either  for  its  retention  or,  after  it  has  been  repealed,  for 
its  reintroduction. 

Thouas  S.  Abams. 

Yaim  tTMiniBBnT. 

1  -"111*  CndWrilnit^  PnAla  Tu,"  pp.  SS-SD.    Rrfnadsm  Nn.  M,  vp-  ^S-l?- 
BtaaboP.  ILPafashUd,  "SooMtiinutor  SavUonol  tb«  Fcdsal  Tuatloii  of  InooiM 
"~    '       '      ~       ~       "       "  r, leao, pp. 78E-Tn. 
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The  oumnt  doctrine  stated,  804.  —  In  fact,  i*"™"^  often  doei  Dgt 
respond  to  prioe  in  the  mj  anumed,  306.  —  The  pmumbrs  of  mdetd* 
minate  prioea,  897.  —  Caees  of  fixed  aeaeonal  tap^y,  806.  —  Siqipliai 
that  ou  be  canted  over,  400.  —  Hu  demand  mm  not  ahra^  ncgik 
tndjr  JmiliimH,  402.  —  E^peoulatton  does  not  necwwarilr  atabSue  priM^ 
403.  —  CommoditKS  produced  eontinuoualy,  403.  —  Stock  eiduiw 
dealingSi  405.  —  The  tnulitional  groonds  for  juadfying  qmeulatioD  ntrt 
apt^oable  to  stodc  exchange  dealmgs,  407.  —  j^pplioation  of  the  tamat 
ranaoning  to  duiiQung,  409.  —  To  war  toioea,  410.  —  Ccouduion,  410. 

Ths  preBent  paper  is  meaat  to  point  out  some  modifi- 
cations or  corrections  of  the  usual  statement  of  the 
theory  of  d^nand  and  the  interplay  of  supply  and 
demand.  I  am  by  no  means  sure  that  the  suggestdois 
are  novel;  nor  do  they  tend  to  alter  the  essentials  d 
received  economic  theory.  But  they  may  indicate 
wherein  current  versions  are  not  in  accord  with  tiK 
course  which  prices  take  under  some  familiar  condi- 
tions, and  tiiereby  they  may  contribute  toward  an  aid  (rf 
much  consequence  for  the  advance  of  economic  science 
—  the  aaoertainment  of  the  precise  relation  between  the 
short-period  "iir^iular"  phenomena  imd  those  Icog- 
poiod  "normal"  movanents  which  have  recdved  meet 
attention  from  economists. 

The  foundation  of  the  theory  of  demand,  as  usual^ 
stated,  is  the  principle  of  diminishing  utility  (dea^ 
ability,  gratification,  order  of  prefereuoe  —  iriiidieva 
tram  one  chooses).  From  this  it  follows  that  succesave 
increments  of  supply,  having  di"''iT^?ff^ing  utility,  can 
be  disposed  of  only  at  prc^resmvely  falling  inicea  The 
theoty  of  demand  is  simple.   The  quantity  demanded 
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becomes  lai^er  —  demand  mcieasee  —  as  price  is 
lowered,  llie  demand  curve  is  said  to  be  ahoaya  n^^ 
tiveb'^  inclined. 

The  conditicHia  of  supply,  to  go  on  with  the  cunent 
vendon,  aie  mora  varied.  The  supply  curve  may  be 
positivdy  inclined  ("diminishing  returns")  or  n^fr* 
lively  inclined  ("increasing  returns")  or  horizontal 
("constant  returns").  The  equilibriiun  of  demand  and 
Buj^^  accordingly  is  reached  under  varying  cimditaons. 
The  case  of  equilibrium  deemed  typical,  and  that  to 
which  the  present  discusEdon  may  be  confined,  is  reached 
under  positive  inclination  of  the  supfdy  curve  (diminisb- 
ing  returns,  increasing  supply  price).  The  illustration 
1^  diagram  is  familiar  to  all  of  us:  the  demand  curve 
dopes  down,  the  supply  curve  slopes  up,  and  at  their 
point  of  intersection  there  is  equilibrium  of  supply  and 
donand. 

In  this  way  the  conditions  of  market  fluctuations  and 
market  prices  are  supposed  also  to  be  indicated.  As 
supply  (quantity  offered)  increases,  price  falls;  but  as 
price  falls,  that  very  increase  in  quantity  offered  ia 
checked.  On  the  other  hand,  as  price  falls,  ihe  demand 
(in  the  accurate  sense  of  quantity  demanded)  becomes 
latger.  A  lower  price  drives  some  sellers  from  the  mar- 
^t,  but  attracts  additional  buyers.  A  new  equilibrium 
is  established  —  new,  but  under  the  same  craiditions  of 
interacting  supply  and  demand.  Such  is  said  to  be  the 
course  of  grain  prices  in  an  ordinary  market;  such  the 
equilibrium  of  daily  or  weekly  prices  on  any  exchange  or 
in  any  market.  Lowered  price  ensues  when  a  larger 
quantity  is  offered  in  a  market;  but  that  lowered  price 
means  also  that  a  larger  number  of  bids  will  be  at- 
tracted and  the  fall  in  price  checked. 

It  does  not  alter  the  essentials  of  this  statement  if  wa 
teject,  as  Mr.  Wicksteed  does,  the  notion  of  opposing 
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aeUers  and  buyers,  and  r^ard  them  all  as  a  tan^  gro)q> 
of  perBons  who  are  inaneuveiing  in  esaoitjally  the  aame 
way.  The  potential  buyer  who  is  likely  to  be  bnw^ 
into  the  market  by  a  lower  price  is  also,  says  Mr.  Wvk- 
steed,  a  potentifd  seller  likely  to  be  brou^^t  in  by  a 
higher  price.  The  ^ole  process  is  peib^is  best  re- 
guded  not  as  an  interaction  of  suf^ly  and  demand,  bat 
as  the  single  play  of  demand,  and  in  the  last  aDalyBia,of 
an  expression  of  choices  and  estimates  of  choices.'  It 
still  remains  true,  and  indeed  becomes  more  evident, 
that  a  lowered  price  stimulates  purchases.  The  less  tbe 
price  per  unit,  the  lai^er  the  niunber  of  units  that  can 
be  disposed  of. 

It  is  just  at  this  point  that  phenomena  sppeu 
which  are  not  in  accord  with  the  generalizations  of  tiie 
economifite.  Often  lower  price  does  not  lead  to  an  in- 
crease in  the  quantity  that  can  be  disposed  of  in  a  mai^ 
ket.  Neither  does  it  necessarily  lessen  the  quuitity  thftt 
will  be  offered  there.  On  the  contrary  it  wiU  repeatedly 
happen  that  as  price  falls,  less  is  demanded,  not  more; 
and  that  not  less  is  offered  for  sale,  but  actually  more. 
A  decline  in  price,  so  far  from  tending  always  to  biing 
its  own  remedy  throi^  tempting  people  to  buy  m«e, 
sometimes  int^isifies  itsdf  through  inducing  people  to 
sell  stiU  more.  Thus,  in  a  city  during  muiy  a  winter, 
a  fall  in  the  price  of  ^gs  may  cause  the  coimtry  dealen 
and  tbe  cold  storage  people  not  to  hold  back  their  mp- 
plies,  but  to  send  them  in  hurriedly,  for  fear  of  a  further 
fall;  while  city  dealera,  bo  far  from  buying  more,  will 
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faeaitste  to  bny,  having  the  same  fear.  The  bottom  will 
drop  out  of  the  matiet.  On  the  Chicago  Board  of 
Trade  the  bears,  when  they  sell  wheat  short  and  pound 
away  at  the  price,  count  on  the  same  course  of  events. 
The  lower  price  will  not  tempt  others  to  buy,  but 
fMghten  them  to  selL  Your  equilibrium  will  not  necea* 
sarily  work  out  at  all.  It  is  a  toss-up  whether  a  decline 
in  price  will  check  itself  by  leading  to  more  purchases  or 
will  intensify  itaelf  by  leading  to  less  purchases. 

It  will  be  said  at  once  that  all  this  is  possible 
only  within  limits':  A  decline  in  the  price  of  eggs,  if 
considerable,  will  cause  a  reaction;  in  the  end  buyers 
will  be  tempted  by  lower  price.  And  this  is  perfectly 
true.  The  xmcertainty  about  the  working  of  demand 
and  supply  is  found  only  within  what  may  be  called  the 
penvnAra:  a  phrase  and  a  concept  which  I  submit  for 
oonsid««taon  and  will  tiy  to  explain. 

Consider  first  a  atuation  in  which  ihen  may  be  said 
to  be  no  penumbra  at  all.  Suppose  a  fixed  supply,  xm- 
atterable  during  the  period  under  consideration,  and 
sold  on  the  market  by  competing  sellers  to  consumers 
(not  to  middlemen)  for  what  it  will  fetch.  This  is  the 
case  which  Mill  treats  as  illustrating  the  principle,  or 
law,  of  supply  and  demand.  There  will  then  be,  as  he 
putsit,  an  "equation"  of  supply  and  demand.  There  is 
some  one  price  at  which  the  qtiantity  demuided  is  equal 
to  the  (fixed)  quantity  supplied.  At  that  price  we  have 
the  equation.  And  the  outcome  is  not  at  all  imcertain. 
The  i^ocess  works  out  infallibly;  tiie  resulting  price  is 
not  subject  to  manipulation  or  flxictuation,  but  is 
settled  once  for  all.^ 

It  is  not  impossible  to  find  cases  which  seem  in  fact  to 
eonfonn  to  these  assumptions,  or  in  which  there  is  at 
kftst  a  sufficient  approach  to  conformity.   Some  agri- 
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cultural  oommoditieB  are  not  only  produoed  seMCHuOf , 
but  ahnoBt  ot  necessity  are  also  ocrasumBd  aeteat  Taj 
season.  Such  are  potatoes  and  apples.  Tbey  can  indeed 
be  preserved  throu^  a  year,  and  their  c(HiBunq)tionoaii 
be  spread  over  a  year;  but  not  over  a  longer  pniod. 
Even  in  tliese  days  of  cold  storage  no  supidies  of  dUur 
potatoes  or  apples  are  l^pt  over;  at  the  eud  of  ea(di  sea- 
son the  dealers  hold  barely  enou^  to  connect  cumot 
consumption  irith  that  of  the  ensuing  season;  each 
year's  output  is  consumed  during  the  year,  no  took  ot 
less.  Doubtless  the  same  is  the  case  with  most  fraite 
and  vegetables.  Cold  storage  has  wrou^t  a  mo^Seir 
tion  for  some  articles  which  were  fonnerly  in  the  hi^if 
perishable  class  and  were  incapable  of  being  carried  over 
from  season  to  season,  such  as  fresh  meat  ud  eggs. 
Fidialso  —  not  indeed  a  seasonable  article,  but  rate  f« 
which  the  uncertainties  of  the  catch  bring  about  similar 
irr^ularities  in  the  available  supply  —  has  been  re- 
moved from  the  perishable  class.  A  fare  of  fresh  fish  WBB 
formerly  the  most  apt  illustration  of  a  supply  fimd  for 
the  time  being,  which  had  to  be  sold  at  once  and  witl>- 
out  reservation  for  whatever  it  would  fetch.  But  odd 
storage  has  changed  all  tliis.  How  important  is  the 
posmbility  of  lessening  the  immediate  sun>Iy  by  post- 
poning sale  will  be  noted  presentiy.  For  the  moment  let 
us  confine  attention  to  the  cases  in  which  tliere  seems 
to  be  no  such  possibility  —  the  season's  sup^  d 
potatoes  and  apples.  Here  there  would  seem  to  be  no 
indetenninate  or  fluctuating  price,  a  wDfAo  equation  (rf 
demand  and  supply,  no  penuml»ra  at  all. 

In  reality,  however,  as  eveiy  one  knowB,  fluctuations 
perdst.  An  element  of  indetenninateness  evident^  re- 
mains. There  ts  a  penumbra  within  vrtiichmaifeet  prices 
fluctuate.  The  general  range  of  tdae  price  <rf  potatoes  w 
apples  for  the  season  will  indeed  be  appnndmately  de- 
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terminate;  it  imut  be  h^  or  low,  aecording  to  the  aeap* 
Bcm's  crop  and  the  Beason's  demand.  But  the  general 
range  itaelf  may  chai^  craunderabfyin  the  oourae  of  the 
season,  and  the  prices  from  week  to  week  and  from 
month  to  month  are  likely  to  show  frequent  upe  and 
downs.  The  obvious  fact  is  that  there  are  elements  of 
imoertunty  on  both  aides  of  the  account  Even  tho 
supply  be  physically  fixed,  no  one  knows  what  is  its 
precise  amount.  Crop  reports  may  prove  inaccurate, 
unexpected  deficiencies  or  surpluses  may  be  discovered. 
On  the  other  hand,  the  effect  of  price  on  demand  — 
what  is  the  quantity  that  can  be  sold  at  a  given 
price ' —  is  also  a  matter  of  some  uncertainty.  Beyond 
peradvepture  a  small  crop  will  mean  a  higher  price,  but 
just  how  much  bigger?  Even  the  most  abundant  in- 
formaticoi  on  the  supplies  and  the  prices  of  past  seasons 
will  leave  a  doubt  ^out  the  extent  to  which  the  con- 
sumers of  this  year  will  retrench  or  expand,  will  rraort 
to  substitutes  or  eschew  them.  AH  these  elements  of 
mioertainty,  both  on  the  side  of  supj^  and  on  that  of 
demand,  must  be  taken  into  accoimt  by  the  dealers  and 
q}eculators.  More  or  less  there  must  be  gambling  on 
them.  And  the  state  of  mind  of  the  dealers  thra[i8elvee 
adds  another  element  of  uncertainty.  Some  are  cool- 
headed,  others  excitable.  Some  are  temperamental 
optimists,  others  pessimists.  Some  are  shrewd  and 
well-inf  onned ;  but  many  go  by  vague  newepaper  state- 
ment, guesswork,  current  opipion  and  rumor.  Fosmbly 
(I  say  possibly  t)  there  would  be  less  uncertainty  if  idl 
sales  were  to  "ultimate"  oonsumets  and  if  utility  were 
to  operate  on  piiee  without  intermediate  traders  and 
middlemen.  Ilie  transactions  on  the  marirat,  however, 
are  largely  between  these  middlemen,  and  the  influence 
of  eonsumcTs'  demand — of  piuvhases  checked  or  stimu- 
lated hy  changes  in  prices  —  operates  indirectly,  affect 
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ing  the  calculationB  and  blda  of  the  buyers  and  adlen, 
but  is  by  no  means  identical  with  them. 

This  does  not  mean  that  there  are  unlimited  or  quite 
unpredictable  fluctuationfl.  The  underlying  conditions 
of  supply  and  demand  are  known  for  all  the  stai^ 
well  enou^  to  make  poasil^  a  rou^  pn^nosticaticai 
of  the  season's  coiuse  of  prices.  It  may  be  quite  clear 
that  potatoes  will  be  higher  than  last  year.  But 
there  will  be  a  penumbra  of  uncertainty.  Within  this 
there  will  be  ups  and  downs,  many  and  perhai»  wide 
fluctuations. 

I  This  will,  of  course,  be  the  case  even  more  wit^ 
{articles  further  removed  from  the  petisbable  class. 
Wheat  and  cotton,  for  example,  are  seasonal  products, 
and  in  so  far  may  be  r^arded  as  &rad  in  supply  for  the 
time  being.  Indeed,  Mill  speoificaUy  refers  to  grain  as 
"temporarily  .  .  .  unsusceptible  of  increase  of  sup- 
ply; .  .  .  the  quantity  of  com  already  exiting  in  the 
world  is  all  that  can  be  had  for  sometimes  a  year  to 
,come."  Some  part  of  the  supply,  however,  may  be  car- 
ried over  from  year  to  year,  and  the  irregularitiee  d 
seasonal  years  thus  in  some  degree  equalized.  This 
seems  to  be  done  to  a  considerable  extent  for  wheat, 
and  also  for  cotton.  The  persons  who  thus  hold  over 
necessarily  gamble  on  the  following  season's  crop. 
They  may  profit  handsomely,  may  lose  heavily.  An 
accentuation  of  the  same  trend  throu^  sev^vl  sea- 
sons —  a  successtoQ  of  poor  crops  or  of  good  crops  — 
puts  a  term  to  this  particular  form  of  speculation.  But 
from  year  to  year  there  is  usually  more  or  less  of  it;  and 
to  the  extent  that  it  operates,  the  season's  output  is  not 
necessarily  identical  with  the  season's  supply,  i^noe 
there  is  not  so  near  an  iqiproach  even  to  an  approximate 
seasonal  equation  between  demand  and.supply,  betweem 
the  fixed  supply  and  quantity  demanded;  since  the 
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supply  for  the  season  is  itself  BODuniiat  flexible.  And 
therefore  short  period  oscillations,  from  week  to  week 
and  from  month  to  month,  such  as  we  find  even  frtken 
the  season's  cn^  is  identical  with  the  season's  supply, 
are  more  certain  to  occur.  There  is  a  wider  range  for. 
unexpected  developments  in  the  mtuation,  for  the  cal-i 
culations  and  guesses  among  dealers  and  speculators, 
optimism  and  pessimism,  craves  of  sentiment  and  belief. 
There  is  a  zone  of  uncertainty,  a  penumbra,  of  consider- 
able extent. 

Now  it  is  with  regard  to  the  fluctuations  within  the 
peniimbra,  the  familiar  upa  and  downs  of  the  maricet, 
that  we  need  to  be  cautious  in  stating  any  theory  of  i 
maiketprke.  The  duly  or  weekly  or  monthly  "equilib- 
rium" of  supply  and  demand  is  a  very  ticklish  matter. 
To  return  to  the  %g  market,  moitioned  at  the  outset  by 
way  of  illustration:  demand  and  supply  imd  price  are  ! 
not  necessarily  oonnected,  for  short  periods,  in  the  way  ; 
oommonly  assumed.  Suppose  a  well-known  dealer  outs 
the  price  and  puts  eggfi  on  the  market  at  a  lowra-  figure; 
oth^  follow  bis  lead;  the  price  will  fall  further;  the 
lower  price  will  quite  possibly  stimulate  still  othras,  not 
to  make  purchases,  as  is  usually  assumed,  but  on  the 
contrary  to  make  sales  —  unZtl  the  edge  of  the  penumbra 
is  iq)proaehed.  Then  indeed  tttem  will  be  a  reaction,  or 
at  least  a  check.  E^^  will  not  go  down  indefinitely. 
But  within  the  penumbra  thrae  is  no  certunty  about  the ' 
effect  of  lowered  price  on  supply  or  demand  or  on  the 
further  course  of  prices.  ConceiTably  the  course  of 
events  may  be  just  the  opposite  of  that  just  described. 
The  well-known  dealer  who  cuts  his  price  may  be  cour 
fronted  by  another  dealer  equally  well-known,  who 
ffiuqw  his  offers  up  and  bids  for  more  at  the  same  figure. 
llien  still  others  will  follow  Aw  lead,  country  dealers 
will  hold  back,  not  force  their  supplies  on  Hia  muket, 
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and  eggs  will  go  up  until  the  other  edge  of  the  peDumbn 
is  approoobed.  And  so  it  is,  I  ts^  it,  in  the  wheat  pit  or 
at  the  oott<Hi  poet.  There  is  no  telling  what  "™™>^'^^ 
leqxHise  there  will  be  to  an  offer  of  largrar  supidy  Of  to  a 
decline  in  the  day's  or  week's  quotation.  A  hoivy  mk 
l^  a  lag  operator  and  a  lower  price  accepted  by  him  m^ 
eaedly  mean,  not  that  more  will  be  bou^t  by  otben,  but 
that  buyers  will  be  scared  off  and  that  {nice  wiUfaD  rtill 
further.  This  is  predsely  what  the  big  bear  apeatat 
expects  to  bring  about.  Or  the  bear's  maneuw  isay 
not  succeed.  Price  may  not  fall  further;  it  may  rebound 
and  rise. 

t  To  put  the  matter  in  more  tedmical  terms:  the  de- 
mand curve  over  "short  periods"  — which  mi^  be  s 
matter  of  weeks  or  even  months  —  is  not  necessari^  in- 
clined throughout  in  the  same  direction.  It  may  be 
inclined  pomtively.^  And  similariy  the  supply  curve, 
indicating  what  quantities  are  offered  for  sale  at  dif- 
ferent prices,  does  not  necessarily  have  that  ccautant 
positive  inclination  which  is  usually  assumed.  In  the 
oouxae  of  the  h<g^g  tA  the  maricet  this  in  its  turn  m^ 
have  a  n^ative  inclination. 

The  combats  of  bulls  and  bears,  familiar  pheofflnena 
of  the  mai&t,  are  incomprduoiaible  imder  the  otthodca 
theory  of  maricet  price.  TheycanbetmdetBtoodoolyif 
'we  admit  that  within  the  penumbra  there  is  no  drto- 
mmed  or  determinable  muket  price.  A  good  (Awerro 
has  said  that  the  sucoeesful  speculator  is  not  neeeesarily 
a  man  of  wide  statistical  inf  ormaticm  or  of  much  ex- 
pmenoe  in  the  trade.  But  he  must  be  a  ahzewd  judge  of 
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hmnan  nature.  As  regkrds  the  fluotoatioiis  witliin  the 
peumnbra,  there  is  much  tnit^  in  the  statetoent.  The 
markt^  m^  iMot  in  all  acntB  of  ways  to  chuiges  in 
offers  and  lude  and  going  juices.  The  outcome  depends  i 
<m  meo'e  hopes  and  feara  and  gueasee  and  momentaiy/ 
states  of  mind.  The  nervy  man  may  make  numey  by 
coolly  watching  his  more  soiffltiTe  f eUoire  and  playing 
on  tiieir  frailtiefl. 

CoiniderationB  of  this  sort,  further,  may  go  to  exi^ain 
why  it  ib  that  conmKxlities  in  vdiich  there  is  much  speou- 
laldon,  so  far  from  brang  very  stable  in  price,  often  are 
not  BO.  The  discuasiui  of  sgecul^tion  which  is  ccanmon 
in  our  textbooks  leads  one  to  aq>ect  stability  of  price  in| 
oommoditiesdealtwithonalargescaleraitheexchangeB.  > 
The  f  acts  of  the  mukets  by  no  means  unif  oimly  confinn  I 
tiueipeetation.  The  fluduations  in  the  prices  of  q>een- 
lative  commodities  are  great,  they  are  immense^  in- 
fluenced l^  rumor,  th^  exhibit  no  dear  tendeni^  to 
quasirautomatic  adjustment  or  to  a  ((moothing  off  in  the 
fluctuations.  This  is  explicable,  it  is  commonly  said,  <m 
tiie  ground  that  many  speculators  are  ill-informed,  are 
not  mercantile  dealers,  are  merely  the  EftmMing  outside 
publio,  are  outwitted  by  the  professionals.  Very  po»- 
aiUy;  n<Hie  the  less  the  iir^ularities  are  there,  and  aief 
not  readily  explained  und»  the  familiar  formula  of 
suppfy  and  demand.  Mariiet  equilibrium  seems  to  be 
88  far  fitnn  stabili^  as  from  predictabiUty . 

Leaving  now  the  comparatively  sdmide  cases  —  agri- 
cultural products  which  can  most  plaunbly  be  treated  as 
fibud  in  supply  for  the  season  —  and  turning  to  the  less  | 
simple  but  more  frequent  (me  of  continuous  and  flexible ' 
map^,  we  may  use  the  same  reasoning  with  even 
greater  confidence.  Copper  and  iron,  for  example,  are  '' 
eontimiously  {a<oduced.    Mill  undotook  to  apply  his 
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f  (nrmula  of  an  equation  of  drauand  and  supply  to  oran- 
moditiea  of  Hob  class,  also  Temazking  that  at  any  ^vem 
time  the  supply  of  any  and  every  commodity  was  fi^xL 
So  much  was  on  hand,  no  mote  and  no  less.'  Now  it  is 
.obvious  that  for  these,  as  well  as  for  the  Bea8(nial  iHt>d- 
ucts,  tiiere  is  uncertfunty  about  the  predse  quantity  <m 
Jiand.  Moreover  there  is  the  sune  flexibility  as  regards 
the  r€iie  at  which  the  existing  supply  will  be  fed  onto  the 
nuutet.  And  there  is  the  further  circumstance  that 
this  flexibility  of  the  amount  avfulable  during  tiie  period 
in  which  the  maricet  is  to  be  fed  is  of  the  more  influence 
because  the  available  stock  can  be  increased  rapidly  by 
additions  to  current  output.  Whatever  is  on  hand  in 
marketable  shape  can  be  sold  at  once  or  can  be  sold  at  a 
more  rapid  rate,  while  the  depleted  stock  can  be  r&- 
enforced  through  hasto^  production.  We  have  hrae  a 
situation  that  comes  nearer  to  that  of  the  traditional 
formula.  We  have  a  supply  that  is  flexible,  and  flexible 
in  two  ways :  as  regards  the  rate  at  which  the  commodily 
comes  on  the  market  and  also  as  regards  the  quantity 
produced.  It  is  not  necesaary  for  the  piuposes  of  the 
present  discussion  to  consider  what  limits  there  may  be 
to  the  extensibility  of  output  —  bow  far  the  supply 
even  of  these  goods  may  after  all  be  r^arded  as  ap- 
pnndmately  fixed  for  the  time  being.  Evidentiy  they 
^are  not  8usc^>tible  (tf  unlimited  increase.  There  re- 
9  some  limitation  even  of  the  rate  at  which  they 
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can  be  rushed  oa  &&  maitot.  What  is  here  to  be  noted 
is  that  in  the  firat  instance  it  all  worics  out  throuf^  the 
same  meehaniam:  the  sales  and  purchases  of  dealen  and 
middloiien,  and  their  guesses  and  fancies  and  tremots. 
Veiy  Uke^  the  middleinen  for  these  "non-speculative" 
artieke  are  a  less  susceptible  set  than  ihe  wheat  and 
cotton  epeculators.  The  market  organization  is  less 
perfected  and  less  accessible,  and  the  articles  are  not 
standardized  to  the  same  d^iree.  Dealings  are  c(»>fined 
to  a  smaller  knot  of  experienced  brokers  and  meretuutts. 
On  the  other  hand  the  influence  of  ultimate  consumers 
and  ultimate  demuid  is  at  least  as  distant  and  uncer- 
tain. The  utility  of  coppw  and  aluminum,  for  example, 
is  nowadays  highly  indirect.  The  remoteness  of  the 
utilities  from  telephones  and  power  transmission  is  to 
be  considered,  as  well  as  the  obvious  and  immediate 
utility  of  pots  and  puis.  The  response  of  demand  to 
new  conditions  of  supply  and  price  is  very  uncertain. 
The  penumbra  is  wide.  Within  it  there  is  much  room, 
for  fluctuations  of  opinion  and  therefore  of  price,  for  the  - 
influence  (tf  an  aggressive  operator  or  a  oomnumding , 
firm,  and  so  for  indeterminate  phenomena. 

There  is  no  part  of  the  industrial  field  to  which  these 
general  observations  apply  more  forcibly  than  to  stock . 
^uhange  seciuities  and  their  prices.  To  the  market 
prices  of  theee  the  (Hdinaiy  reasoning  about  demand 
and  supply  seems  to  me  little  applicable.  Consequently 
the  (ndinary  grounds  for  justifying  speculation  or  for 
finding  results  from  it  which  are  useful  to  society  be- 
come questionable. 

The  play  of  demand  and  8U{^ly  for  the  typical  stock 
exchange  security  is,  as  we  all  know,  peculiarly  subject 

to  manipulation.  Thwrft  ttra  <y>n>tf.Rnt,  f>ffwringfi  tmij  pri(V^B 

that  are  designed  to  affect  later  offerings  and  later 


^dbyGoogle 


406  QVASTMBLY  JOVBNAL  OF  SCOIfOMICS 

prices,  and  do  not  stand  ramply  for  a  m»«  wOfii^iMaa  to 
sen  a  ^ven  quantity  now  at  a  fpven  price.  Bean  and 
bulla  make  their  drivee.  It  is  a  tose-up  idiettm  the 
dumirii^  (^  large  amounts  of  Sted  or  of  Union  Pacific  at 
lower  than  current  prices  will  lead  the  market  to  sn^> 
them  up,  or  cause  a  scare  and  the  sale  of  more  of  &em  at 
«till  lower  prices.  The  course  of  prices  de^pends  on 
guesses  as  to  the  "technical"  position  of  ihe  muket— 
is  it  imdersold  or  ovrasold?  —  on  guesses  about  the 
doings  of  the  "insiders,"  on  v^ue  rumors,  on  eindemia 
ol  optimism  or  pessimism.  No  doubt,  over  a  coneider- 
able  period  and  underiying  all  the  fluctuations,  there  n 
ibe  governing  influence  of  the  earning  powers  of  the 
properties.  But  this  too  is  largely  a  matter  of  on- 
'  certainty  and  guess.  The  only  securities  for  which  aaa 
can  perceive  anything  like  the  play  of  demand  and  aiip- 
ply  as  usually  formulated  are  good  bonds  and  the  like, 
yielding  a  fixed  rate  of  return  with  risk  virtually  dim* 
tnated.  Here  we  can  see  offers  and  demands  influeiced 
by  price  in  the  orthodox  way.  But  this  is  simj^  part  of 
the  market  for  interest  on  loans,  closely  connected  with 
the  general  market  for  loanable  funds.  The  quotationa 
of  most  stock  exchange  securities  are  loosely  connected 
with  the  interest  mai^et.  They  are  subject  to  c(Mi^ilex 
influences  of  their  own,  among  which,  iriieth»  for 
short-run  or  long-nm  prices,  there  is  even  less  of  the 
(Oihodox  equilibrixmi  of  supply  and  demand  tbaa  for 
q>eculativ6  commodities  like  wheat  and  cotton. 
-  It  is  obvious  that  the  factor  which  after  all  does  limit 
and  in  a  sense  govern  the  price  fluotuations  (rf  wheat  and 
cotton  or  of  copper  and  iron,  their  utility  or  power  to 
serve  himian  wants,  does  not  operate  (unless  in  a  far- 
fetched sense)  on  securities,  ^re  there  can  be  no  ques- 
tion of  ultimate  consumers,  of  di"»i*^iiOpipg  utility,  ^ 
derived  demand,  of  ehmces  betweok  different  goods. 
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limits  thtte  are,  of  course,  within  idiioh  iJie  moriEet 
prioes  of  seeiirities  fluctuate.  Iir^ilar  and  indetennin* 
ate  Qm  they  nu^  be,  there  is  a  penumbra  within  which  i 
the  fluctuations  are  confined.  The  limits,  however,  are 
fixed  in  a  different  way  and  tJie  penumbra  is  wide. 
lliese  limits  are  found  in  such  sober  and  unshakeable ; 
expectations  as  tiiere  ma^  be  concerning  t^e  earning 
powers  of  the  properties.  The  most  aggresnve  bear 
knows  that  thffi«  is  a  point  below  which  he  cannot  oSar 
Steel  shares  without  tiieir  being  snapped  up.  The  range 
of  fluctuation  and  possible  manipulation  will  vary 
greatly,  I  take  it,  for  different  securities  at  different 
times.  The  peniunbra  is  of  very  variable  width.  But 
tile  very  limits  are  not  something  objective,  in  the  sense 
in  which  the  utility  of  cotton  or  copper  is  objective. 
They  are  estimates  and  expectations  of  profits.  The, 
long-run  or  "normal "  prices  of  securities  are  enonuously  | 
influenced  by  factors  of  essential^  tiie  same  kind  as  tiiei 
short-run  or  market  prices  of  conmiodities — opinion 
and  prevision.  Tho  the  long-run  prices  of  securities  may 
not  be  subject  in  the  same  degree  as  the  short-run  to 
nimor  and  manipulation,  they  are  still  peculiariy  sub- 
ject to  influence  from  conspicuous  individuals  or  per- 
-nuiiog  currents  of  oinnion. 

It  follows,  as  was  intimated  a  moment  ago,  that  tiie 
grounds  on  which  stock  exchange  speculation  is  to  be 
defended  and  perhaps  justified  cannot  be  the  same  as 
those  adduoed  to  show  the  social  us^ulness  of  q)ecu- 
lation  in  commodities.  For  the  latter,  the  ground  of 
justification  is  in  essence  that  qieculation  promotes 
nuurimum  utihi^.  By  the  operation  of  price  advances 
or  reductions  tiie  available  supplies  are  so  distributed  as 
to  be  dl  consumed,  no  more,  no  less;  consumed,  more- 
over, by  those  whose  offers,  as  anticipated  and  gaged 
by  the  successful  speculatore,  indicate  that  they  are  the 
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petsons  to  n4iom  utility  is  greatest.'  ^>eciilatiaii,  it 
IB  uffued,  merely  anticipates  ixuisumers'  demands,  and 
Omnigh  ihe  inflnenoe  at  price  spreads  these  properiy  and 
satisfactorily.  TlusdoubUesBisvalidintherou^iOrfar 
the  general  trend  of  seasonal  prices.  I  suejiect  it  is  diffi- 
cidt  of  proof  for  the  fluctuations  within  the  praiumlKa, 
precisely  those  vith  which  speculation  has  nuist  to  da 
Whatever  the  validity  of  the  reasoning  for  qieculation  in 
commodities,  it  is  not  Explicable  to  stock  speculation. 
Here  there  is  no  play  of  utility  or  of  varying  gratifica- 
tions, no  ad^>tation  to  consumers'  demands.  True,  it 
mi^t  possibb''  be  argued  that  there  is  advantageoua 
adjustment  of  another  kind,  between  present  and  future; 
a  distribution  of  gratifications  over  a  period  of  time, 
through  the  operation  of  the  interest  rate.  We  need  not 
stop  to  consider  the  subtie  problem  <rf  analogy  suggested 
l^  this  sort  of  reasonii^.  It  is  applicable  at  best  only  to 
non-iq>eculative  securities  and  the  money  maricet.  So 
far  as  concerns  the  inunensely  greater  part  of  stm^ 
dealings,  there  is  no  room  for  tbe  aif;uments  about  the 
adjustment  of  demand  and  supply  or  the  promotitm  of 
nuLTiTniTiiri  satisfaction. 

The  grounds  of  defense  for  stock  speculation  must  be 
found,  if  at  all,  in  another  direction:  that  it  is  a  us^ 
part  of  the  machinery  of  capitalism,  promotes  invest- 
ment, advances  the  production  of  wealth.  It  is  essm- 
ti&lly  the  ground  cm  which  we  may  defend  coipor&te 
(Vganization  itself,  with  its  system  of  divided  ownership 
and  limited  lialnhty  of  sharehold^B.  By  the  corpraate 

1  Thk  imanl  MBtotncnt  i*.  ol  oome,  tobjeot  to  tin  qnaliScaitiaa  uMbc  tram  Id- 
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o^iaiiixation  of  indiistiy  risk  U  divided  and  limited, 
investment  is  made  eatder  and  more  tempting,  acduna- 
lation  of  capital  is  encouraged,  ventures  in  new  fields  are 
esMMmousIy  promoted.  Transferability  of  shiues  con- 
docee  to  the  same  ends.  A  person  is  more  likely  to  in- 
vest, especially  in  novel  and  hazardous  enterprises,  if  he 
knows  that  in  case  of  doubtful  prospects  or  of  change  in 
his  own  circumstances,  a  sale  can  be  made  to  another 
who  is  willing  to  i^»p  into  his  i^flce.  There  is  no  need  of 
dilating  on  the  topic.^  It  raises  questions  of  the  sort  that 
must  be  considered  and  if  poemble  answered  about  the 
whole  system  of  private  property  and  capitalist  control 
of  industry.  They  are  questions  of  pros  and  cons,  of  the 
balance  of  advantages  and  disadvantages,  of  the  accept- 
ance of  imwelcome  concomitants  because  the  graieral 
results  are  the  best  within  reach.  Very  disagreeable 
things  happen  on  the  stock  exchange,  but  perhaps  the 
institution  is  none  the  less  worth  while  and  may  even  be 
thought  indispensable.  What  I  wish  here  to  emphamze 
is  tiiat  the  discussion  must  take  a  very  different  turn 
from  that  about  commodity  speculation.  The  beating 
of  the  two  classes  of  speculative  dealings  on  social  wd- 
fare,  their  justification  or  lack  of  justification,  must  be 
cmisidered  for  each  on  grounds  of  its  own. 

To  return  now  to  the  main  thread  of  the  reasonii^. 
It  bean  upon  a  question  which  at  first  sight  may  seem 
remote — that  of  dumim^  siU^u  A  search  is  often  made*' 
for  some  out-of-the-way  and  perhaps  obscure  mar^, 
whm  there  is  difficulty  in  diqx)edng  of  current  output  at 
going  prioee.  According  to  the  traditional  reasoning,  a 
produoer  need  never  have  any  real  difficulty  in  disposing 
oi  the  whole  of  his  product  or  of  having  on  his  hands 
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what  he  calls  a  "fluiplus."  He  flmq>ly  needs  to  lower  hia 
price;  a  laige  quantity  will  then  be  diq>oBed  of .  In  fact, 
however,  a  reduction  in  price  is  apt  to  lead,  within  the 
praiumbra  and  for  sales  to  iJie  trade,  not  to  laiger  sales 
but  to  smaller.  For  a  period  of  time  which  seems  to  Ihe 
businesa  man  a  long  one  (and  indeed  is  tlie  only  period 
idiich  he  usually  takes  into  conrnderation),  and  for 
sales  to  the  persons  with  whom  he  deals  directly,  the 
probabilities  seem  to  him  the  reverse  of  tiiose  indicated 
by  the  economista  "The  trade"  will  not  buy  more, 
nay  may  hold  off  for  a  considerable  time  and  not  buy  at 
all,  in  expeotation  of  a  poatdble  still  greater  reduction  in 
price.  Hence  follows  a  search  for  some  maricet  idiere 
additional  sales  can  be  made  without  spoiling  the  cus- 
tomary market.  Various  devices  are  resorted  to  in  Older 
to  reach  this  end.  Goods  are  put  out  without  the  usual 
brand,  or  are  sold  surreptitiously  to  a  few  favored  pu^ 
chasers,  with  stipulations  against  resale  or  requiremaite 
concerning  resale  prices.  Sales  for  export  are  ^so  used 
for  this  purpose,  especially  if  the  reports  are  sporadic 
and  do  not  form  a  laif;e  proportion  of  the  total.  Where 
indeed  export  business  is  carried  on  r^ularly,  the  ex- 
port market  betimes  as  sensitive  as  the  domestic,  and 
needs  to  be  handled  wit^^  same  caution.  Exportsales 
of  the  sporadic  type,  however,  would  seem  to  be  among 
the  phenomena  here  under  ccmsideration. 

The  reasoning  has  a  bearing  also  cm  war  prices,  war 
Qieculation,  price-fixing  during  war  times.  Undex  the 
abnormal  conditions  of  war  all  prevision  of  the  immedi- 
ate future  is  obscured.  In  a  host  of  transactjoos  it  ia 
doubtful  whether  tibere  can  be  sud  to  be  in  any  accurate 
sense  an  equilibrium  of  demand  and  supply.  Least  oi 
all  is  an  equilibrium  to  be  found  when  the  purcfaasers  in 
themaiket  are  not  dealers  or  other  commercial  peisons, 
but  government  agraits.    No  question  can  enter  their 
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mind  concenimg  ability  to  dispose  of  the  goods  to  the 
consujning  public.  Their  attitude  is  simply  that  they 
must  have  the  goods,  iiTeiq>ective  of  price.  If  the  price 
of  the  commodity  they  want  goes  up,  they  may  become 
uneasy,  panic  struck,  and  in  hot  baste  may  buy  more, 
for  fear  ibat  the  supply  will  not  hold  out.  Something 
of  this  sort  happened  in  the  spring  of  1917,  when  i^ents 
of  the  Allied  govenmiajts  bought  wheat  in  Chicago  at 
almost  any  price  asked,  determined  to  get  their  supply 
and  feaiful  lest  it  should  not  be  obtainable  at  a  later 
date.  For  them,  moreover,  consumers'  demand  was 
quite  immaterial.  The  governments  which  bou^t  the 
breadstufFs  were  ready  to  resell  to  consumers  at  a  loss, 
if  graieral  expediency  so  prompted  them,  and  indeed 
did  this  on  a  lai^  scale.  Under  such  conditions  the 
penumbra  is  wide  and  price  is  quite  unpredictable. 

No  one  supposes  that  economics  is  an  accurate 
adence,  or  that  the  neat  aritlunetic  or  diagrammatic 
illustiations,  the  mathematical  equations  and  deduc- 
tions, conform  to  the  facts  of  the  market,  lliey  stand 
only  for  tendencies;  they  are  compact  statements  of 
the  underlying  trend.  We  are  tempted  by  our  instinct 
of  ratiocination  to  state  the  tendencies  with  undue 
sharpness  of  definition.  For  purposes  of  exposition  we 
are  quite  justified  in  doing  so.  It  is  incumbent  on  us, 
however,  to  go  further,  and  to  set  forth  as  explicitiy  as 
we  can  in  just  what  way  the  tendencies  work  out  and 
how  our  statements  of  them  need  to  be  modified  in  view 
of  the  complezitjes  and  disturbances  of  actual  life.  It  is 
chiefly  as  a  contribution  to  this  end  that  the  presrait 
paper  is  offered. 

P.  W.  TAUBsia. 

Hastaxd  UxiTSMm. 
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THE  MEAT-PACKING  INVESTIGATION: 
A  REPLY 

SnMMABY 

HUcry  of  the  ia-neHsttioa.  OiowUi  and  ponticxi  td  ^»  jMdaai 
ffOf^ptpi— ,  414.  —  The  stoakyuda  dtoation,  417.  —  flaotaatidw  ia 
the  price  of  live  otook,  tiO. —  The  dutrge  of  combiiiatioii,421.— Hh 
Palmer-Paaker  agnemetit,  429. 

Ab  an  appraisal  of  the  value  of  the  Federal  Ttade 
Commisatm's  Report  on  the  Meat  Paekmg  Induttrji, 
Dr.  'NHxtue's  artit^e  in  the  August,  1920  iasue  of  this 
Journal  does  not  t«U  the  whole  stwy.  It  is  true  that 
he  frequently  points  out  the  Bhortoomings  of  the  Com- 
missioii'a  evidence  and  findings,  but  he  fuls  to  moitioa 
so  many  evidences  of  suppresion  of  data,  insinuation, 
and  other  outstanding  weaknesses,  that  one  is  ten^ited 
to  think  that  his  article  is,  at  least  in  part,  a  justifica- 
tion of  the  general  conduaons  of  the  Trade  Conuius- 
sion,  by  whom  he  was  «npIoyed  during  a  part  of  tiu 
invratigation.  To  what  extent  Dr.  Virtue's  penonal 
opinions  are  justified  l^  hfe  careful  selection  of  data 
from  the  report  will  appeu*  in  tiie  following  conuneots 
on  his  article.' 

I.    HiSTOBT  OF  THH   InVSSTIGAIION 

In  the  main,  Dr.  Virtue's  description  of  the  steps  that 
led  up  to  the  Federal  Trade  Conunission's  investigation 
is  accurate,  altho  there  are  one  or  two  important  omis- 

>  ttii  prapv  to  lUU  thrt  Dr.  nitH  *H  «Ci«id  br  tha  rtwl*  CoandMlM  to  dD 
idbcrial«afccDtlMtpHto<tli*nffi*t<rUelidBltiritbpMMi«l]I*(ood.  HatodtM 
pwt  In  tiM  mol  inraMiBtica.  tai  hb  utielt,  la  whinh  lli.  W A  hiic  iiiiimill 
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rionB  and  one  or  two  imwarraiited  assuinptioiiB  which 
place  the  matter  in  a  somewhat  false  li^t. 

For  example,  it  is  said  that  the  soKsalled  BoiiaDd 
reeolution,  idiich  provided  for  a  Congressional  investi- 
gation of  the  meat  industiy,  was  killed  because  the 
opposition  of  the  packers  was  so  effective.  It  is  true 
that  the  packers  fought  the  passage  of  this  resolution  by 
every  Intimate  means  because  tiiey  were  afraid  of  a 
one-sided  investigation  instead  of  an  impartial  inquiry. 
llie  resolution  itself  directed  the  Federal  Trade  Com- 
mismon  "to  investigate  and  report  to  the  House  of 
Rqneeentativee  the  facts  relatii^  to  any  or  all  viola- 
tions of  tiie  anti-trust  laws  of  tiie  United  States"  1:^  the 
large  p«^J""e  companies,  so  that  the  very  wording  of 
^  reecdution  indicated  an  assumption  that  the  packers 
were  guilty. 

Dr.  '^^rtue  refers  to  a  c(mferenoe  on  the  question  of 
the  jvoposed  investigation  held  on  January  31,  1917, 
where  it  appeared  that  the  views  of  Mr.  Edward  N. 
Huiiey,  then  Chairman  of  the  Federal  Trade  Conmufr* 
sion,  were  at  variance  with  those  of  certain  advisem  oi 
the  President.  Be  adds  that  "on  the  same  day  Mr.  Hur- 
ley reogned."  Is  this  an  insinuation  that  Mr.  Huri^ 
rengned  because  of  a  misunderstanding  or  disagreement 
about  the  proposed  investigation?  If  so,  it  is  without 
foundation.  Mr.  Huriey's  remgnation  was  reported  in 
the  press  of  January  5,  1917,>  altiio  it  took  effect  on 
the  31st.  There  is  no  connection  between  Mr.  Huriey's 
redgoation  and  the  coTtte^ence  that  took  place  on  the 
31st  of  January. 

After  tiie  investigation  by  the  Federal  Trade  Com- 
mission was  finally  started,  Dr.  A^rtue  rightfully  inti- 
mates that  the  packers  stood  ready  to  coOperate  with 
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tlie  govenunent.  As  regards  crimination  and  recrinuiui* 
tion  on  procedure,  faimeea  of  the  bearings,  and  the  like, 
which  {q>peared  as  tiie  inquiry  proceeded,  he  aaisr. 
"About  these  contentions  we  need  not  hoe  concern  otuv 
sdves."  In  other  words,  in  an  artide  in  which  one's 
object  is  to  give  a  dispasaonate  view  of  tiie  value  of  the 
Federal  Trade  ComnuBslon's  investigation,  he  does  not 
consider  it  neceesaiy  to  pass  on  the  fairness  or  un^iir- 
ness  of  the  methods  employed  by  the  Federal  Trade 
Commission  in  its  investigation.  Since  it  has  been  estab- 
lished that  the  hearings  of  the  Trade  CommiasicHi  was 
«x  parte,  and  that  other  methods  used  in  tbe  investi^ 
lion  -vreK  imfair  and  one-sided,  failure  to  discuss  this 
subject  would  appear  to  be  unfortunate.' 

II.  Gbowth  and  Pbebent  Position  op  tbz 
Laboe  Packinq  Companies 

The  figures  selected  by  Dr.  Virtue  to  illustrate  the 
growth  and  present  size  of  the  large  packing  compaoieB 
are  not  in  themselves  opera  to  criticism,  except  periu^ 
that  he  resorts  too  much  to  combined  figures  for  the  five 
large  packers,  without  warning  the  reader  that  such 
figures  are  of  little  significance  unless  it  can  be  shovn 
that  tlie  five  packers  operate  in  collusion  with  ead 
other.  His  reference  to  the  "domiouit  poedtion  of  the 
large  packers"  *  and  his  use  of  the  word  "control,"' 
appear  to  assume  a  significance  that  does  not  exist 

[Dr.  Virtue  sty^  that  everyboe^  knows  of  the  "prac- 
tical disappearance"*  of  local  slaughtering,  but  s^n 
later  that  the  1909  census  figures  show  that  "only  about 
60  per  cent  of  beeves  are  handled  through  meat-padiiig 

1  8m  Bwitt  aui  OnnpuT-i  Analjii*  ud  CiltMnn  d  Ft.  D  of  tlw  Rvort  (f  ^ 
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estaUiflhmentfl."  The  rest  were  haodled  through  local 
retail  alaughteriiig  houses,  or  were  killed  on  fanns. 
There  has  probably  been  a  somev^iat  larger  proportion 
killed  in  meat-packing  establishmentfi  in  1920,  but 
surely  not  enough  to  justify  his  reference  to  the  "prac- 
tical disappearance  of  local  slaughtering." 

This  point  is  Gogiificant  in  connection  with  Dr.  Vir- 
tue's d^ense  of  the  Federal  Trade  Commission's  con- 
tention that  locally  killed  AT^imi>.Tw  should  not  be 
included  in  measuring  the  "control"  that  the  lai^ 
packers  may  have  of  the  meat  supply  of  the  nation. 
He  says  that  the  census  figures,  which  ahow  such  a  large 
proportion  of  aninialB  killed  on  farms  and  in  retaU 
shops,  indicate  only  "that  there  are  certain  geographicid 
areas  to  which  the  supposed  monopoly  does  not  ex- 
tend." '  He  then  refers  to  the  rixty  or  seventy  milUons 
of  people  in  cities  and  villages  who  are  "dependent  upon 
centralized  slau^ter  for  their  supply  of  meat." 

In  the  6rst  place,  it  is  not  true  that  there  are  "cer- 
tain geographical  areas"  to  which  the  activities  of  the 
packers  do  not  extend.  The  farm  kill  and  the  countiy 
butcher  kill  take  place  all  over  the  countiy  in  com- 
munities where  the  large  packers  are  selling  meats 
continuously.  In  other  words,  the  large  packers  are 
competii^  directiy  at  all  times  with  retail  butchers  who 
slaughter  all  or  a  part  of  their  own  meat,  and  tiiey  are 
also  in  competition  directiy  with  the  farmers  them- 
selves who  kill  their  own  animals.  Such  farmers,  except 
perhaps  a  few  who  are  situated  at  a  long  distuice  from 
the  railroads,  have  the  option  of  killing  their  own  ani- 
mals or  of  buying  meats  at  the  local  butcher  shop  where 
meats  prepiffed  by  the  large  packers  are  handled. 
Furtiiennore,  Dr.  Virtue  overlooks  the  fact  that  every 
animal  killed  on  farms  is  port  of  a  potential  supply  that 
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mi^t  be  shipped  to  central  markets  and  sold  as  meat  in 
distant  cities.  As  a  matter  of  fact,  if  Uie  packns, 
through  coUuaon,  increased  the  price  of  meats  by  as 
much  as  one  or  two  cents  a  poimd,  there  is  no  question 
but  that  a  large  part  of  this  potential  supidy  would 
qmddy  find  its  way  in  the  form  of  meats  to  those  aeo- 
tions  (^  the  country  where  the  price  had  been  artificial^ 
raised. 

In  ezpluning  the  ext^it  to  which  the  packers  handle 
other  products  than  meats,  Professor  Virtue  quotes  the 
Feder^  Trade  Commission  to  the  effect  that  the  five 
packers  huidle  about ' '  half  the  poultry,  ^gs,  and  cheese 
in  the  main  channels  of  interstate  commerce."  *  It  is  un- 
fortunate that  a  brief  reference  to  the  question  raised 
concerning  the  accuracy  of  this  statement  is  confined  to 
the  fine  print  of  a  footnote.  Dr.  Virtue  says  that  in  1917 
one  company  handled  50  milUon  pounds  of  butter,  as 
an  indication  of  the  great  importance  of  the  paclrers  in 
this  fi^.  He  neglects  to  state  that  50  million  pounds 
vras  less  than  4  per  cent  of  the  total  butter  produced  that 
year  in  the  United  States,  and  only  about  7  per  cent  ci 
the  total  output  of  factory-made  butter.  The  five  large 
packers  together,  in  competition  with  each  other, 
handle  less  than  20  per  cent  of  the  butter,  eggs,  and 
poultry  marketed  in  the  United  States.  The  proportion 
for  cheese  1b  higher. 

Dr.  ^^ue  does  well  to  point  out  the  unfaimees  of 
the  Commission's  insinuation  with  r^;ard  to  the  "oleo 
legislative  pool,"  *  and  in  general  to  call  attention  to  the 
economic  reasons  for  the  handling  of  other  products 
than  meats,  altho  the  facts  in  ibe  case  do  not  "warrant 
l^e  fear  of  monopoly"  except  in  the  minds  of  tiiose  ^o 
are  looking  for  something  to  fear  in  ^ite  of  what  the 

>  Pat*  BM.  8m  Bwlft  ud  Coopuj**  Anilnto,  p.  U.  for  dtanaika  at  Ub  «ab- 
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facte  m  the  case  prove.  If  Dr.  Virtue  had  berai  more 
inclmed  to  point  out  tiie  unfaimeBs  of  the  Trade  Com- 
misdon's  tteatment  of  this  genenU  subject,  he  could 
have  mentioned,  for  example,  the  Commisaion'B  aensar 
tional  statement  that  one  of  the  packers  in  1917  "sold 
more  than  16,000,000  pounds  of  rice,  thiis  becoming  at  a 
single  move,  on  the  statement  of  the  vice  president  of 
the  company,  *  the  greatest  rice  merchant  in  the  world.' 
During  this  period  the  wholesale  price  of  rice  increased 
65  per  cent."  >  The  Trade  Commiadon  failed  to  men- 
tion the  fact  that  the  16  million  pounds  of  rice  handled 
by  one  packer  amounted  to  on^  about  1  per  cent  of  the 
total  amount  of  rice  consumed  in  the  United  States. 
^thout  malring  the  direct  statement,  the  Trade  Com- 
mission tried  to  insinuate  that  this  packer  had  affected 
the  wholesale  price  of  rice. 

III.  The  Stocktabds  Situatioh 

The  burden  of  Dr.  Virtue's  remarks  on  this  phase  of 
the  matter  appears  to  be  a  confirmation  of  the  Federal 
Trade  Commission's  chaises  that  stockyards  ownership 
on  the  part  of  the  packers  has  resulted  in  an  tmfortimate 
influence  over  commission  men  who  represent  live-stock 
shippers,  and  in  a  ceri^iin  measure  of  power  on  the  part 
of  the  packers  to  control  live-stock  prices.  He  also  up- 
holds tiie  Commissicm  in  its  contention  that  the  packers 
have  been  guided  more  by  a  demre  for  financial  profits 
and  an  opportunity  to  control  stockyards  practises  than 
by  a  desire  to  improve  the  services  and  facilities  of  the 
stockyards. 

The  case  of  the  Federal  Trade  Commission  and  Dr. 
Virtue  with  respect  to  packer  influence  over  commission 
men  and  control  of  prices  would  be  stronger  if  either 
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could  bring  forth  (me  ain^  bit  of  evidmce  that  pncm 
had  ever  been  manipulated  or  influenced,  or  that  coeo- 
mission  men  have  ever  let  up  in  their  efforts  to  get  the 
highest  posedble  price  Iot  thdr  clients,  tiie  shippers  oi 
live  stock.  The  live-stock  buyers  of  the  packing  codh 
panies  have  not  been  aUe  to  notice  that  conunissioii 
msD.  are  ai^  less  sealous  in  thdr  efforts  to  get  hi^  prices 
in  packer-owned  yards  than  in  yards  owned  by  outside 
interests. 

Dr.  Virtue  attacks  the  contention  of  the  packers  that 
it  haa  been  neceesary  for  th^n  to  become  the  owners  of 
stockyards  in  order  to  provide  proper  facilities  and  serv- 
ice by  referring  to  evidence  in  the  report  of  the  Fedoal 
Trade  Conunisgion  to  the  effect  that  in  practically  every 
instance  the  yards  at  the  various  live-stock  centers  were 
started  by  railroads  or  other  outedde  companies  and 
later  acquired  by  the  packing  companies.  While  it  is 
true  that  most  of  the  stockyards  companies  were  started 
before  the  large  packers  became  owners,  the  contention 
of  the  packers  still  remains  true  as  a  general  proportion. 
Swift  and  Company  has  often  sud  that  two  considera- 
tions were  involved  in  becoming  owners  of  stockyards: 
first,  to  insure  adequate  facilities  and  efficient  service; 
and  second,  the  natural  desire  to  obtain  any  possible 
financial  returns  from  such  Intimate  enterprise.  The 
officials  of  Swift  and  Company  believe  'that  on  the  iriiole 
the  matter  of  developing  attractive  market  places  to 
which  live-stock  growers  would  ship  their  ariimHln  haa 
been  their  primary  consideration. 

The  trouble  with  the  eiounplea  recited  by  Dr.  'N^rtue 
with  respect  to  such  yards  as  those  of  St.  Paul  and 
Sioux  City  is  that  the  Federal  Trade  Commission,  on 
whom  he  relied,  does  not  tell  the  whole  story.  It  is  true 
that  these  yards  were  started  by  interests  outside  the 
packing  industry.  Dr.  Virtue  goes  bo  far  as  to  inform  us 
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Utai  the  St.  Paul  yards,  for  example,  were  a  financial 
faihiie  and  that  inducements  were  offered  to  Swift  and 
Company  to  take  them  over.  He  nef^ects  to  mention 
that  Swift  and  Ckmipany  reorganized  the  company,  in> 
proved  facilities,  and  transformed  the  yards  from  a 
dflapidated,  unsanitary,  and  unattractive  mud-hole 
into  a  modem  and  sanitary  market  place.  This  was  not 
all  done  in  a  day,  but  from  first  to  last  there  have  been 
invested  hundreds  of  thousands  of  dollars  in  this  enter- 
prise, and  it  was  not  until  1016  tiiat  any  dividends  have 
been  paid — and  since  then  only  at  the  rate  of  4  per 
ceit.  Such  me^re  earnings  as  there  bad  been  before 
1016  were  reinvested  in  the  business  to  improve  and 
extend  facilities.  Additional  money  raised  by  bond  and 
note  issues  has  also  been  used  for  this  purpose.  This 
St.  Paul  experience  is  typical  of  the  history  of  other 
stockyards  in  which  Swift  and  Company  has  been  in- 
terested, and  points  clearly  to  Swift  and  Company's 
contention  that  its  primary  interest  has  been  to  develop 
efficient  service  and  facilities,  rather  than  to  maJce  a 
financial  profit  out  of  the  operation  of  the  yards. 

It  is  charged  that  the  packers,  through  their  owner- 
ship of  stockyards,  have  discriminated  against  pmt^]] 
padrers  or  have  prevented  tliem  from  obtaining  sites  for 
plants.  It  will  have  to  be  admitted  that  herein  lies  a 
power  that  might  be  abused,  and  yet  the  significant 
fact  is  that  the  Trade  Commission  has  not  been  able 
to  unearth  real  evidence  of  any  such  abuse  of  power. 
It  relies  on  hearsay  and  the  complaints  of  prejudiced 
parties.  f 

Dr.  Virtue  says  that  a  clear  case  of  discrimination 
seems  to  be  made  out  at  the  Sioux  City  Yards.*  In  a 
footnote  he  s^rs  that  Mr.  L.  F.  Swift,  during  Congre»- 
aonal  hearings,  tried  to  eq>lain  away  theae  charges, 
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"but  hiB  icmaricB  are  not  eonviiuniig";  he  adds  that 
moada  made  by  the  attcnney  of  Swift  and  CcaiqMtiy, 
Mr.  Veeder,  "tend  to  take  the  edge  off  the  diaige  of 
discriminatioii."  The  writer  would  invite  any  reader  of 
tills  article  ^0  is  interested  in  studying  the  matter 
thoroly  to  read  the  references  cited  by  Dr.  \litue  and 
also  to  read  the  testimony  and  cross-examination  of  the 
writer  b^ore  the  House  Committee  on  Agricultuze.^ 
It  will  be  found  that  there  is  no  basis  for  tbe  change  of 
the  Federal  Trade  CommissioQ. 

As  for  the  rendering  companies  located  at  stoclQranls, 
both  the  Federal  Trade  CommisBion  and  Dr.  Virtue 
have  given  this  matter  undue  prominence.  It  is  true, 
however,  that  there  is  usually  but  one  rendering  com- 
pany in  connection  with  the  stockyards,  sud  that  such 
compaiQ^  has  virtually  a  monopoly  of  the  business. 
Dr.  Virtue  rightly  calls  attention  to  the  claim  of  the 
packers  that  this  business  is  usually  not  la^e  enou^ 
for  more  than  one  plant  to  handle,  and  that  it  can  be 
handled  most  efficiently  through  one  company.  It  re- 
mains to  be  proved  that  these  rendering  companies  have 
not  been  operated  satisfactorily,  or  that  they  have  not 
paid  a  reasonable  price,  on  the  average,  for  their  caw 
materials. 


IV.  Fluctuations  in  Prices  of  Ltvb  Stock 

Dr.  Virtue  is  correct  when  he  says  that  the  Federal 
Trade  Commission  resorted  to  only  "general  obser^ 
tions  and  conclusions"  on  the  subject  of  price  fluctua- 
tions, and  that  its  findings  are  not  conclusive  as  to 
whether  the  packers  manipulate  prices.  He  is  also  cor- 
rect when  he  points  out  that  the  live-stock  feeder 
necessarily  runs  a  greater  risk  in  his  operations  than 

1  HMiinff  on  Q.  B.«4Sa,Pt.  36.  P|R  l*17-lBn  [Hand  nuttw}. 
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doee  the  packer  because  the  feeder  has  to  beg^  hia 
'operations  such  a  long  time  bef(»e  he  markets  his 
products. 

lliere  U,  however,  one  eztremdy  important  funda- 
mental fact  in  this  connection,  viz.,  that  the  lesser  time 
risk  of  the  packer  is  lately  counterbalanced  by  the 
extreme^  small  margin  of  profit  on  which  the  packer  is 
forced  to  do  business.  The  packers  do  not  benefit  from 
the  sudden  price  fluctuations  that  occur  uid  they  have 
often  stated  that  they  are  anxious  to  do  uiything  they 
can  to  prevent  these  fluctuations.  In  fact,  the  packers 
have  sought  to  co6perate  with  live-stock  raisers  to  find 
means  to  bring  about  a  more  ordeify  marketing  of  live 
stock  and  to  bring  about  a  more  stable  market. 

V.  The  Chabox  op  Combination 

In  bis  treatment  of  this  most  important  problem  of 
all  —  the  question  whether  the  laige  packers  act  in  col- 
hision  —  Dr,  Virtiie  rightly  points  out  that  there  is  no 
positive  evidence  that  an  agreement  exists.  His  selec- 
tion of  evidence  from  the  Federal  Trade  Commission 
Report,  however,  indicate  an  attenq)t  to  vindicate  a 
su^icion  that  lurks  in  his  own  mind  to  the  effect  that 
there  is  some  kind  of  combination.  In  recoimting  in- 
stances furnished  by  the  Federal  Trade  Commismon  he 
does  not  tell  the  whole  story. 

He  b^;ins  by  reviewing  the  Federal  Trade  Commis- 
aon's  acooimt  of  the  dieseed-meat  pools  that  existed 
before  1902.  He  incorrectly  states  that  the  "almost 
continuous"  arrangement  from  1885  to  1002  was  for  the 
puipoeeof  "fixing  of  l>eef  prices."  The  pools  durii^  the 
nineties  did  not  fix  beef  prices.  They  had  to  do  with  the 
allotment  of  shipments  of  fresh  beef  to  various  eastern 
B  in  order  to  prevent  recurrent  gluts  and  scann- 
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ties.  His  statement  that  tiie  padnrs  have  admitted 
that  a  "combination  vas  in  force  during  this  period"  is 
misleading.  The  packers  have  of  course  admitted  that 
they  had  this  arrangement  for  allocating  beef  shq)menta, 
but  they  have  never  admitted  that  this  was  an  iDe^ 
combination  in  restraint  of  trade.  Dr.  Virtue  describee 
the  injunction  of  1903  as  prohibiting  among  other  thiii^ 
the  fixing  of  the  quantities  of  meat  shipped.  He  n^^ecta 
to  mention  that  the  injunction  at  that  time  contwned 
the  following  specific  clause: 

Nothing  herein  Bhall  be  conBtrued  to  fvohibtt  the  said  defendwnte 
,  .  .  from  cartailii^  the  qu&ntil?  of  mebte  BhimMd  to  a  ffvta  wtr- 
ket  when  the  purpose  of  sudi  arrangemait  in  good  faith  is  to  ih«- 
vont  the  orer-accumnlation  oS  meats  as  perishable  artades  in  saA 


The  Federal  Trade  Commission  also  omitted  thin  clause 
from  its  account  of  the  injunction.*  In  other  words,  the 
injunction  specifically  pennitted  the  continuazice  at 
the  very  practise  for  which  the  hve-stock  pool  was  cn^ 
ganized;  and  the  pool  was  discontinued,  not  because  it 
was  ill^al  and  not  because  it  was  prejudicial  to  the 
public  interest,  but  because  the  packers  felt  it  would  be 
Ihe  better  policy  to  do  away  with  sn  arrangement  which 
the  public  did  not  like  and  did  not  understand. 

In  his  description  of  the  movement  to  m^ge  the 
packing  interests  in  1903  and  the  subsequent  formati(Hi 
of  the  National  Packing  Company,  which  continued  in 
business  until  1912,  Dr.  Virtue  does  the  packers  less  in- 
justice than  does  the  Federal  Trade  Commismon,  but 
even  here  he  seenm  to  question  the  conclumveness  of  the 
court  trial  of  1912  as  a  vindication  of  the  paclrars.  If  he 
had  been  more  concerned  with  an  examination  of  the 
usefulness  of  the  Commission's  report  he  woul($have 


^dbyGoogk- 


Tan  MXAT-PACKINO  HfVaSTlOATlOlf  433 

pcdnted  out  that  the  only  reference  made  by  the  Com- 
txaaaaa  to  tiiu  important  caae  is  contained  in  the  f <^oir- 
mg  words: 

.  .  .  after  the  faflure  of  a  criminal  proeeoution  it  (the  Nati(HiaI 
Baddng  Company)  ma  liquidated  in  order  to  aToid  a  civil  suit.' 

The  1912  case  had  to  do  witii  ihs  question  of  whether 
Ute  National  Packing  Company  constituted  a  conspir- 
acy in  restraint  of*  trade.  Th^  was  a  criminal  prose- 
cution and  a  jury  trial,  which  lasted  three  months, 
and  the  verdict  was  —  "Not  guilty."  The  deciMon  of 
the  court  was  therefore  at  variance  with  the  assump- 
tion of  the  Federal  Trade  Commission  that  the  poolii^ 
practises  of  the  earlier  period  had  be^i  carried  out 
throu^  meetings  of  the  directors  of  the  National  Pack- 
ing Company. 

As  for  other  evidence  of  comtnnation  produced  by 
the  Federal  Trade  Commismon,  Dr.  Virtue  r^ers  to  in- 
structions issued  to  buying-station  managers  so  that 
th^  would  avoid  putting  anything  into  writing  that 
had  the  appearance  of  an  agreement  contrary  to  law.* 
I^ter  on  he  says:  "Yet  one  cannot  read  the  corre- 
spondence without  feeling  that  the  Chicago  office  was 
more  concerned  to  avoid  the  appearance  of  evil  than  to 
avoid  the  evil  itself." '  He  also  says  that  the  packers 
admit  there  is  a  tendency  among  managers  to  agree  on 
price  policies  with  their  competitors.*  These  references 
Apply  principally  to  Swift  and  Company's  country  sta- 
tions for  buyii^  cream  and  eggs.*  He  neglects  to  men- 
tion that  the  Federal  Trade  Commission  suppressed 
documentary  evidence  taken  from  the  files  of  Swift 
and  Compai^  which  contained  pomtive  instructions  to 
country  agents  to  refrain  from  all  kinds  of  price  agree- 

'  rtdod  Taia  f M—  Bqiart,  Pt.  U,  p.  2S.       •  Pmb  tUS. 
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ments  as  veil  as  to  avoid  the  semblanoe  of  coIlurioD, 
la  Swift  and  CompaDy's  Analyns^  Swift  and  C<Ha- 
pany  reproduees  the  positive  evidence  which  clean  ap 
this  point.  It  appears,  therefore,  that  Dr.  Virtue  has 
followed  the  same  policy  as  tiw  Federal  Trade  Coii>< 
misnon,  and  that  bis  statement  on  Uub  matter  is  unfair 
and  one-cdded. 

As  for  his  reference  to  the  Trade  Commisedon's  chai;^ 
tjiat  there  is  "rotatitm  in  price  cutting,"  Dr.  Virtue 
admits  that  the  evidence  adduced  by  tiie  Federal  Trade 
Commission  is  "not  concIusiTe,"  and  represents  "state- 
ments of  parties  claiming  to  be  injiued  by  the  practice."* 
He  thinks,  however,  that  the  Trade  Commisaon's 
diarges  in  this  matter  point  to  "the  probability  of  an 
understanding."  As  a  matter  of  fact  the  evidence  on 
this  point  is  worthless;  *  unfoimded  charges  should  not 
be  accepted  as  cumulative  evidence  pointing  toward  an 
understandii^.  Again,  Dr.  Virtue  seems  to  think  than 
is  some  significance  in  the  fact  that  a  reinesentalive  of 
the  Cudahy  Packing  Company  wrote  to  the  Western 
Meat  Company,  a  Swift  concern,  l^t  he  thou^t  6i 
oents  would  be  a  fair  market  figure  for  certain  cattle,* 
and  in  the  fact  that  Mr.  Sulzberger  k^t  memoranda 
(r^erred  to  sensationally  by  the  Federal  Trade  Com- 
mission as  the  "Black  Book")  of  interviews  that  he  had 
with  various  other  packers  at  infrequent  intervala 
Dr.  Virtue  himself  achnits  that  there  is  no  evidence  oi 
ctanbination  in  these  memoranda.  He  could  have 
gone  further  and  pointed  to  positive  evidences  that 
competition  had  rdgned  and  that  no  fixing  of  prices 
or  of  price  policies  had  resulted  from  such  informal 
exchange  of  opinion.  And  yet  Dr.  Virtue  cites  these 
instances  as  tho  th^  furnished  further  cumulative  evi- 

•  S«itt  ud  Compwn  Aaibrii,  pp.  W-71.  •  F*(a  sai.    - 
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dence  leading  up  to  a  conclusion  idiich  he  apparently 
wants  to  reach. 

Dr.  Virtue  then  goes  on  to  discuBS  the  "question  of 
a  live-stoc&  pool,"  >  that  interesting  phenomenon  on 
which  the  Federal  Trade  ConuniBmon  principally  basee 
ite  claim  tiiat  the  packers  act  in  colludon.  It  is  assumed 
by  tiie  Federal  Trade  Commission  tiiat  since  the  per- 
centage of  purchases  taken  by  each  of  the  five  lai^ 
packers  remuns  approximately  constant  &om  year  to 
year,  there  must  be  an  agreement  between  the  lai^ 
packers  to  divide  these  purchases  among  themselves. 
Dr.  'S^rtue,  altho  admitting  that  there  is  no  positive 
evidence  of  an  agreement  to  divide  piirchases,  has  cer< 
tainly  scrutinized  the  material  offered  by  the  Trade 
Commiadon  with  great  thoroness  in  order  to  find  those 
bits  of  evidence,  which,  by  themselves  and  without 
proper  explanation,  seem  to  bear  out  the  Trade  Con>- 
mismon's  concluaon.  He  quotes  from  letters  taken  from 
t^e  files  of  the  Cudal^  Packing  Company  where  refer- 
ences are  made  to  "our  30  per  cent/'  "all  we  are  tsD- 
titled  to  is  30  per  cent,"  etc.  To  be  sure,  he  introduces 
in  a  footnote  in  fine  print  the  fact  that  the  packers  have 
mentioned  tikat  tiiese  expressions  simi^y  mean  the  us- 
ual share  or  percentage  which  each  packer  naturally 
seeks  to  m^tain,  and  that  such  expressions  are  com- 
mon in  all  industry.  He  overlooks  the  fact,  however, 
that  the  very  excerpts  he  has  chosen  furnish  proof 
that  there  was  no  agreement  to  divide  purchases.  For 
example,  take  the  Cudahy  letter  where  the  writer 
said,  "The  troutde  is  that  there  ouf^t  to  be  about 
105  per  cent  to  satisfy  everybody."  *  When  the  ntu- 
ation  is  properiy  understood,  this  expresncm  contains 
a  world  of  meaning.  It  amply  signifies  tliat  each 
packer  is  trying  to  get  as  lai^  a  proportion  as  he 
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can,  irithout  bringiiig  about  euttimat  and  desttuetne 
competition. 

Dr.  Virtue  conadera  the  Armour  letter  refening  to 
the  "60-60  baas"  at  Denver  as  "more  to  the  pcnnt," 
but  he  does  not  explain  that  the  Fedraal  Trade  Conn 
misnon  euppreeeed  figures  which  shoved  that  Aziooar 
had  been  substantially  falling  behind  on  its  peroentage 
of  cattle  purchases  in  that  market.^  'Hlb  suppressed 
figures  not  only  prove  that  purchases  were  not  bong 
divided  arbitrarily,  but  also  explain  ibs  concern  that 
was  voiced  in  the  Armour  letter,  about  that  ccai4)aQ7's 
inability  to  haiuile  as  much  as  Swift  and  Company  in 
that  market. 

He  is  fair  enough  to  state  brie^  the  packer's  ex- 
planation of  the  approximate  constant  percoit^es,' 
^tho  he  belittles  this  explanation  by  offering  two  w 
three  additional  bits  of  evidence  which  he  thinks  have 
an  important  bearing  on  tbe  subject.*  Sb  coimdera  it 
Bignificant  that  the  packers  had  been  keeinng  records  of 
these  percentages  in  their  own  files.  If  he  could  realiie 
how  carefully  Swift  and  Company,  for  examide,  foUows 
these  percentages  from  month  to  month,  merdy  to  ke^ 
a  line  on  its  progress  in  the  face  of  keen  competition,  be 
would  not  be  surprised  at  tiiis  fact.  He  can  ccmie  to 
Swift  and  Company's  office  at  say  time  and  see  how 
these  records  are  kept,  and  what  use  is  made  of  them. 
He  again  refers  to  the  Sulzberger  memoranda  in  the 
"Black  Book,"  where  percentages  are  mentioned,  but 
admits  that  the  information  there  is  "scn^ipy,"  and 
"capable  of  more  than  one  interpretation."  He  does  not 
explain  that  the  Sulzberger  company  was  at  that  tame 
having  difficulty  in  keeping  up  in  the  competitive  race, 
that  the  occasional  informal  conferences  were  [tto- 
>  8M8*inMdOoB«Mar^Ao*irrihp.aa. 
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luninary  to  an  attempt  to  dispose  of  the  SuUberger 
interestB,  and  that  these  incddents  culminated  in  a  re- 
<Hfaiiizati(Hi  of  Uie  company  imder  the  name  of  Wilson 
and  CompaiQ^.  There  is  positively  no  evidence  that  the 
exchange  of  information  in  these  conferences  was  used 
as  a  baais  for  arbitrary  determination  of  purchase 
percentages. 

In  concluding  on  this  matter.  Dr.  Virtue  admits  the 
"soundness  and  practical  wisdom"  of  the  reasoning  of 
packer  representatives,  but  be  leaves  the  discussion 
more  or  less  up  in  the  ur  when  he  adds  that  "it  raises  a 
question  as  to  what  kind  of  conq>etition  is  left  after 
destructive  competition  is  eliminated."  Perhaps  the 
I»esent  writer  m^  be  able  to  hazard  one  or  two  thoughts 
which  will  help  to  answer  this  question. 

If  inioes  reqx>nd  quickly  and  accurately  to  changes 
in  supply  ol  live  stock  and  to  changes  in  demand  for 
meat;  if  each  competitor  strives  with  all  his  ability  to 
keep  down  operating  expenses  and  to  improve  the 
quality  of  his  products;  if  there  is  ample  evidence  that 
profits  are  at  a  tninimiim  and  that  there  is  no  arbitrary 
power  to  swell  these  profits  by  price  manipulation;  if 
there  are  plenty  of  positive  and  obvious  evidences  that 
there  is  keen  rivahy  and  competition  in  the  purchase  of 
five  stock  and  in  the  sale  of  meats;  if  there  is  evidence 
tibat  there  are  plenty  of  other  companies  outside  of  those 
in  question  who  offer  effective  competition;  then  one 
mi^t  safely  conclude  that  even  if  "destructive  com- 
petition" has  been  eliminated  there  remuns  the 
healtiiiest  possible  kind  of  competition  —  the  kind  that 
results  in  the  greatest  posable  service  to  the  community 
at  large  at  the  least  possible  expense. 

Dr.  Virtue  then  turns  to  what  he  calls  "collusive 
practices  in  buying"  >  —  a  discussion  of  what  are  known 

1  8m  Swift  ind  CoBiiiur'*  AulTrii,  p.  U. 
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aa  "part  puichaaes,"  ''cfdit  ahqunenta,"  and  "wiring 
on."  His  OD^  justification  for  the  use  of  the  vwA 
"colluave"  is  that  the  Federal  Trade  CommisaoD  hte 
used  it  in  connection  with  these  practices.  Ete  does  not 
furnish  one  an^e  bit  of  evidence  that  there  is  or  hu 
been  colltudon  in  biding;  nor  does  the  Federal  Trade 
Conunission. 

These  three  subjects  have  been  confddered  at  Uaigth 
in  Swift  and  Ccm^iany'B  Anaiyaia  and  CriHeiam  ef  tte 
Federal  Trade  Commiaswn  Report,  copy  of  which  may  be 
obtained  by  sending  to  the  writer  at  the  Chicago  of- 
fice of  Swift  and  Company.'  A  study  of  this  material 
will  reveal  tiiat  titese  practices  as  carried  on  an  pe^ 
fectly  le^timate,  that  there  is  no  collusion  among  the 
packers,  and  that  tiiere  has  been  no  manQ>ulatioii  of 
prices.  They  continue  today,  and  doubtiess  will  con- 
tinue in  the  future.  Swift  and  Company's  Arudyna  alao 
shows  striking  instances  of  suppression  of  data  on  tiK 
part  of  the  Federal  Trade  Commission  —  data  vbuii 
refute  the  very  contentions  of  the  Commission.  In  (me 
instance  individual  items  from  tdegrams  taken  from 
Swift  and  Company's  files  were  selected  to  prove  a 
certain  point;  otiier  items,  idiich  proved  the  appoaie, 
were  omitted. 

In  summarizing  the  evidence  with  respect  to  comlNna- 
tion.  Dr.  Virtue  admits  that  "no  fornuU  agreement  has 
been  disclosed,"  *  (altho  this  was  definitely  charged  by 
the  Federal  Trade  Commission) ;  f^t  there  is  no  abso- 
lute monopoly  because  of  the  existence  of  so  many  small 
packers;  that  tiiere  is  active  competition  among  the 
five  large  companies;  and  }%t,  he  concludes  that  altho 
"point  after  point  of  the  case  against  the  packets  may 
be  reasonably  explained  away,"  one's  mind  settles  down 
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to  the  bdief,  "that  the  theory  of  a  c<nnbinatioD  is  more 
credible  than  the  explanations."  In  other  words,  altho 
no  evidence  of  combination  is  found  after  a  moet  eearch- 
ing  examination;  altho  not  a  angle  instance  of  a  manip- 
ulated price  ia  discovra^ed;  altho  there  is  no  evidence 
that  a  monopoly  profit  has  been  exacted  in  the  pack- 
ing industry ;  altho  the  case  of  the  Federal  Trade  Com- 
mission has  been  built  up  tJirough  misrepresentation, 
throu^  suppresaon  of  vital  facta,  and  through  inainuar 
tions  and  innuendo;  one's  mind,  made  up  in  the  begin- 
ning that  there  must  be  a  comMnation,  still  clings  to 
this  idea  in  spite  of  all  positive  evidence  to  the  contraiy. 
And  even  with  this  dificlosure  of  the  state  of  Dr.  Yir- 
tue's  mind,  we  find  that  he  is  forced  to  come  to  the 
ultimate  conclusion  that  there  is  merely  a  "dangerous 
probalnhty  of  monopoly," '  rather  than  that  there  is 
actually  a  monopoly  in  existence.  To  come  to  such  a 
concludon  after  such  a  seemingly  studied  attempt  to 
Ining  together  all  of  the  most  damaging  evidence  that 
can  be  found,  and  after  omittdng  to  mention  the  nxaa- 
€Xom  instaneee  m  niiich  the  Federal  Trade  Commission 
suppreaaed  data  which  controvert  its  own  contentions, 
is  indeed  Eognificant.  If  Dr.  ^^rtue  cumot  make  out  a 
case  against  the  packers  after  his  experience  as  tax  em- 
I^yee  of  the  Federal  Trade  Commisdon,  combined 
witik  his  experience  as  a  trained  economist,  no  one  can. 

VI;  The  Pauieb-Packeb  AaaEEUBNT 

Not  much  remains  to  be  said  about  Dr.  Virtue's  dis- 
cusaon  of  Ihe  Palmer-Packer  agreement  and  the  pro- 
posed t^alation.  He  might  have  mentioned,  however, 
that  the  September  and  October  investigation  by  the 
Federal  Grand  Jury  in  Chicago  in  1919  failed  to  return 
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an  indictment.  He  mi^t  hare  mentioned  that  in  the 
consent  decree,  as  finally  issued,  the  first  paragni^ 
specifically  says  that  the  packers  admit  no  guilt  and 
that  they  are  not  adjudicated  guilty.  Dr.  Virtue  seons 
to  realixe  that  the  decree  results  in  a  backward  st^ 
from  an  economic  point  of  view,  and  that  it  is  not  in  ttie 
interest  of  efficiency. 

On  the  question  of  l^fdation,  Dr.  Virtue  is  mm- 
ecnnmittal.  'B»  redtes  the  proviatona  of  the  radical  lawg 
that  have  been  given  consideration  in  Congress  aad 
comes  to  the  conclusion  that  the  question  is  wheth^  Uk 
meat-packing  industry  is  to  be  considered  as  a  puMte 
utility,  or  i^ether  it  should  be  treated  as  a  private 
industry.  He  might  well  have  pointed  out  that  altho 
the  stockyards  mi^t  be  considered  as  public  utilities 
the  packing  industry  itself  is  a  private  industry  because 
it  has  no  natural  monopoly  and  because  it  buys  and 
sells  merchandise  at  fluctuating  prices  just  like  any  otiiei 
private  industry.  If  the  packing  industry  is  to  be 
placed  under  the  supervision  of  a  government  commis- 
Edon  with  power  to  enforce  such  rulee  and  r^n^lations  as 
it  may  promulgate,  there  is  just  as  much  reason  vfay 
every  steel  mill  and  every  cotton  mill  should  be  i^aced 
under  this  form  of  radical  supervision.  The  time  has  not 
arrived  when  economists  or  when  the  American  public 
want  the  government  to  step  in  and  endanger  the  effi- 
ciency ctf  a  law  abiding  and  efficiently  operated  private 
industry  throu^  bureaucratic  control.  Tlie  tendency 
among  thinking  people  is  undoubted^  in  the  oppoate 
direction. 

L.  D.  H.  Weld. 
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SOCIALIST  COMMONWEALTH 

SUMMARY 

I.  The  need  of  Tdoim  in  the  gaTttnme&t  of  Gmt  Britein.  n. 
The  W^be'  nord  plan,  434.  —  The  Politioftl  uid  Social  Parliaments, 
438.  —  Berival  of  the  aeparation  of  powen,  440.  —  m.  Anew  system 
of  ohe^  and  balanoeB;  its  defeds,  441.  —  IV.  The  "bureauomtiaa- 
tion"  of  pohtica,  447;  the  dictatonhip  of  tbe  "InteDeotualB,"  4A1.  — 
Aii«ln)pi  in  the  Sankey  and  Plumb  plans,  454.  —  V.  The  ooUaim  ot 
OapitiJiflm,  466^  Pabiuiism  tSi  Communisinj  460. 

I 

Thb  time-honored  British  constitution  has  been  much 
shaken  by  the  atrrases  uid  strams  of  recent  yeais. 
Even  before  the  war  there  were  sgns  of  increamng  diffir 
culty  in  the  working  of  the  parliamentary  system.  Gov- 
enunent  by  discussion,  as  patriotic  Englishmen  liked  to 
describe  it,  was  open  to  indictment  on  three  separate 
eoimta. 

First,  the  volume  of  parliamentary  buaness  had 
grown  BO  great  that  time  was  lacking  in  which  to  dispose 
of  it  by  the  traditional  methods.  Through  control  over 
the  Older  of  business  in  Hxe  House,  the  Cabinet  was 
gradually  absorbing  the  whole  power  of  lefpslation,  so 
far  as  measures  of  geno'al  interest  were  concerned. 
Measures  of  private  and  local  interest  were  disposed  of 
by  provisional  orders  and  other  administrative  proc- 
esses whidi  left  to  Parliament  on^  periuuctoiy  duties 
in  connection  with  such  matters.  The  ministers  and 
their  permanent  non-political  subordinate  were  absorb- 
ing the  substantial  functions  oS  the  sovereign  Parliar 
ment,  just  as  the  latter  had  f  oimer^  absorbed  those  of 
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tiie  sovenoga  Crown.  Yean  ago  people  had  leuned 
that  the  king  reigned,  but  did  not  govern.  Now  sov- 
ffleignty  seemed  destined  to  slip  from  Pariiameofs 
weakening  grasp,  just  as  it  once  did  from  tliat  of  the 
King.  Only  the  Prime  Minister  and  hia  aasociates 
seemed  able  to  handle  the  tremendous  engine  wlueh 
unlimited  power  to  enact  legislation  has  become  in 
modern  times. 

A  second  cause  of  the  reoent  decline  in  the  prestige 
of  the  British  constitution  springs  from  the  inhereot 
limitations  of  re[n«8entative  govemmemt.  The  iasoe 
between  two  candidates  for  the  same  seat  in  pariia- 
ment  is  primarily  personal.  Under  the  modem  practise 
of  party  govermnent  throu^  representative  bodies  t, 
paramount  issue  or  several  dominant  issues  or  even  a 
whole  party  pn^ram  may  be  involved  ia  the  contest  (tf 
personalities.  But  the  nmnber  of  issues  which  may  be 
simultaneously  determined  by  such  an  electoral  proceas 
is  not  great.  In  these  compUcated  times,  however,  die 
number  and  variety  of  the  issues  which  come  before  tiie 
supreme  l^islative  organ  of  a  great  empire  like  the 
British  is  very  great.  The  problems  of  imperial  defense 
and  of  finance,  the  relations  between  the  Emjore  and  its 
self-governing  dominions,  the  government  of  Iidaad, 
the  working  conditions  of  the  wage-earning  classes,  tlu 
relations  between  the  state  and  industry;  these  are  only 
a  few  of  the  issues  which  must  be  settled,  if  possible, 
with  the  imgrudging  approval  of  the  largest  poedUe 
portion  of  the  people  of  the  realm.  Only  a  compan- 
tively  few  can  be  settled  by  the  election  of  representa- 
tives, even  under  the  most  favorable  conditions.  Undo' 
less  favorable  conditions  with  some  of  the  people 
thinking  of  one  set  of  problems,  and  others  thinking  (rf 
something  else,  a  popular  election  may  give  to  tJie 
representatives  of  the  people  no  dear  mimdate  on  any- 
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thing.  Ill  the  language  of  political  science  the  general 
vill  <A  the  people  of  the  realm  cannot  be  expieaaed  l^ 
ai^  angle  aasembly  of  Tepresentatives.  In  the  United 
States  we  escape  some  of  the  limitations  of  a  repreeen- 
tative  government  Uke  that  of  Ei^land  by  yariooB 
constitutional  devices,  such  as  federalism,  the  separa- 
tion of  powers,  and  the  referendum.  But  none  of  these 
exists  in  the  United  Kingdom.  The  few  who  possess 
l^pdly  unlimited  authority  to  rule  have  to  depend  upon 
their  own  devices  to  keep  the  ship  of  state  true  to  its 
course.  Lai^y  out  of  control  diiring  the  intervals 
between  Sections,  t^e  ship  is  stea«d  by  ministers  of 
state  with  an  authority  scarcely  less  absolute  than  that 
of  kings  themselves  in  the  days  before  royalty  was 
divorced  from  power. 

The  third  cause  of  the  decline  of  the  prestige  of  the 
British  constitution  follows  immediately  from  the  first 
two.  If  pariiamentary  sovereignty  is  sUppu^  into  the 
hands  of  the  Cabinet,  over  which  the  people  have  only 
a  discontinuous  and  ineffective  control,  the  rights  (tf 
individuals  and  of  minorities  are  in  danger.  The  men- 
ace of  imlimited  royal  soverdgnty  was  met  in  En^and 
long  ago  by  the  exaltation  of  the  authority  of  the  parlia- 
ment. The  menace  of  unlimited  pEU'liamentary  sov- 
ereignty was  met  by  inmstence  that  pariiamentary 
authority  should  be  exercised  through  the  forms  of  law, 
and  that  the  rule  of  law  should  be  made  tolerable  by  the 
fullest  and  freest  discussion  throu^out  the  law-making 
process.  Now  how  is  the  menace  of  imlimited  Cabinet 
sovereignty  to  be  met?  Americuis  would  answer, 
through  a  written  constitution  which  shall  define  ihe 
authority  of  parliaments  and  courts,  as  well  as  of  Cab- 
inets and  other  executive  agencies,  and  establish  a 
balance  between  them  which  shall  keep  each  within  its 
constitutional  ^)here.  But  this  mode  of  thinking,  tho 
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d^ved  from  the  piincipleB  of  the  Whig  part?  which 
long  ruled  Great  Britain  in  the  ei^teenth  oentuiy,  b 
alien  to  the  present  habits  of  thought  of  TflngHrfimmi 
Gradually  the  barriers  to  which  the  individual  or  mincn^ 
ity  mi^t  look  for  protection  against  oi^reamcuL  by  ttie 
miniBters  of  the. Crown  have  been  broken  down,  and 
nothing  has  been  put  in  their  place.  Any  minnil; 
which  cannot  hope  for  a  redrees  of  grievances  thiou^  the 
triumph  of  tike  offidal  minority  party,  "His  Maje^s 
Opposition,"  at  the  next  election,  is  hdipless.  FartiBBih 
ship  is  the  principal  defense  for  the  liberdee  o!  the 
subject.  For  members  of  minor  puties  such  a  demise 
is  no  defense  at  all. 

On  aU  sides  the  critics  of  the  cAd  constitution  have 
made  themselves  heard.  Old-fashioned  Tories  call  Iot  a 
real  reform  of  the  House  of  Lords,  and  even  for  some 
restoration  of  authority  to  the  Crown.  Old-fasbioned 
Liberals  call  for  the  relief  of  Parliament  by  scMoe 
measure  of  administrative  deoenb'alization  and  regumal 
home  rule.  Modran  Radicals  call  for  recognition  of  the 
ot:ganized  producers  of  the  nation  as  centers  of  reost^ 
ance  to  an  overweening  central  government  and  demand 
new  barriers  agunst  ancient  abuses  in  the  form  of  sdf- 
govemment  in  industry  and  guild  socialism.  And  nov 
come  Sidney  and  Beatrice  Webb  with  their  proposals  for 
the  future  government  of  Great  Britain. 


n 

Few,  if  ai^,  of  tiie  critics  have  a  better  ri^t  to  be 
heard  than  the  Webbs.  The  threatraied  breakdown  of 
the  old  constituticm  is  in  part  the  direct  result  of  ctmdi- 
tions  which  th^  foresaw  years  ago  and  have  had  no 
inconaderable  part  in  bringii^  about.  B^ond  anything 
else  it  is  the  extenaon  of  the  functions  of  the  state  that 
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has  produced  the  politieal  eiiais  in  Great  Britain.  None 
have  urgfid  l^ih  extenedon  more  persistently  and  syste- 
maticaUy  than  the  W^bs.  For  a  full  generation  the 
influmce  of  Fabian  Bocialism  has  been  penneating  a 
kmd  where  the  economic  mtuation  has  tended  more  and 
more  to  require  the  adoption  of  the  polidee  which  the 
Fabian  Bodalists  recommended.  Now  that  their  propa- 
ganda has  met  witii  such  a  laige  measure  of  Bucoess,  or 
now  tiiat  Bo  much  of  what  they  advocated  has  been  put 
into  effect,  what  more  natural  than  that  many  should 
turn  to  tiiem  for  suggestions  concerning  the  best 
methods  of  administering  the  kind  of  state  they  have 
taught  thdr  followers  to  desire.  If  specific  instructions 
for  tbeir  followers'  guidance  are  all  that  is  wanted,  there 
can  be  no  disappointment  with  this  latest  product  of  the 
Webbs'  workshop.  For  here  is  presented,  as  the  pub- 
lishers' annotmcement  truthfully  proclaims,  "somethii^ 
more  than  a  plan  for  the  reform  of  tiie  old  constitution, 
more  even  than  a  plan  for  taationalizati6&  and  muni- 
dpaliaation  with  workers'  control."  With  its  proposals 
for  the  development  of  the  codperative  movement,  for 
the  reorganisation  of  the  vocational  world,  and  for  the 
coordination  of  all  factors  from  the  Crown  to  the  Works 
Committee,  it  boldly  sets  forth  the  structural  deedgn  of  a 
Bocdatist  commonwealth.* 

The  Webbs  are  too  shrewd  and  too  experienced  in 
practical  affairs  to  propose  a  constitution  for  whatso- 
ever state  it  may  concern  or  for  the  ideal  sodalist  com- 
monwealth. They  have  confined  themselves  to  the  task 
which  they  best  understand  and  are  most  competent  to 
deid  wit^,  the  framing  of  a  constitution  for  the  social- 
ist commonwealth  of  Great  Britain.  "Naturally,"  they 
admit,  "no  one  is  likdy  to  a^ree  with  all  our  detailed 
proposals.  .  .  .  Nevertheless,  we  think  that  it  may  be 
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<tf  aearnoa  to  formulate,  with  sufficient  ineciaioii  to 
enable  them  to  be  undrastood,  the  changGB  in  the  Britidi 
constitution  and  in  the  aocial  and  economie  stanicture  <A 
atte  nation,  that  seem  to  us  such  as  a  sodaliBt  miniatry, 
suf^KUted  by  a  socialist  majority  in  Parliament  and 
amcmg  the  electorate,  would  probably  be  led  to  jhd- 
poee."  Thus  at  the  very  outset  the  Webbs  diacloee  thor 
hands.  They  are  going  to  propose  no  revolufionaiy 
diaogee  in  ijte  machinery  for  carrying  on  public  Inin- 
ness.  They  contemplate  with  equanimity  the  prospect 
of  establishing  their  socialist  commonwealth  by  means 
of  the  very  agencies  for  conducting  affairs  of  state  whu^ 
existed  before  the  war;  responmble  ministries,  pailia- 
mentary  majorities,  popular  elections.  Tfaoe  is  no 
room  in  their  scheme  of  thii^  for  the  transfer  of  all 
power  to  a  Soviet  and  the  dictatorship  of  the  Prole- 
tariat. 

Assuming  that  the  capitalist  system  has  broken  down, 
they  survey  the  wreckage  with  a  view  to  salva^ng  what 
may  be  useful  for  the  purpose  of  socialist  leconstjuctum. 
They  find  much  to  salvage.  First,  there  is  the  BritiA 
Codperative  Movement,  surviving  in  the  dual  form  of 
voluntary  consumers'  societies  and  what  the  Webbs 
call  oblatory  associations  of  consumers,  that  ia,  mu- 
nicipally owned  and  (^)erated  local  utilities.  Secondly, 
there  is  the  British  Trade  Union  Movement,  the  de- 
mocracies of  producers  which  the  Webbs  are  fond  of  com- 
paring and  contrasting  with  tiie  conaimiera'  democrades 
of  the  codperative  movement.  Thirdly,  there  is  political 
donocracy.  By  the  Representation  of  the  People  Act  of 
1918  the  goal  set  up  in  the  famous  People's  Charter  of 
1839-48  has  at  last  substantially  been  attained.  The 
W^bs  accept  this  material  as  good  for  the  building  of 
the  socialist  commonwealth.  They  propose  to  erect  the 
new  structure  upon  the  old  foundations.  In  short,  as- 
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suming  that  their  pielimiiiaiy  assumption  is  correct, 
namely  that  the  capitalist  system  has  actually  broken 
down,  the  Webbs  now  appear  in  the  guise  of  conserra- 
tive  refcnrners.  They  oppose  those  impatient  critics  of 
Iha  contemporary  order  of  society  who  would  build  the 
ideal  commonwealth  exelumvdy  upon  the  principle  of 
[m>duction  for  use,  and  who  would  have  the  users 
through  their  associations  (democracies  of  consumers  or 
codperative  societies)  control  all  the  conditions  of  pro- 
duction. They  oppose  also  tiiose  other  impatient  critics 
of  the  contemporary  social  order  who  would  biuld  tiie 
ide^  commonwealth  exclusively  upon  the  principle  that 
the  woricer  shall  rec^ve  the  full  product  of  his  labor, 
and  would  have  the  workers  through  their  associations 
(democracies  of  producers  or  industrial  unions)  control 
all  the  conditions  of  production.  Old-fashioned  com- 
munism and  new-fashioned  conununism  alike  are  re* 
jected  by  the  Webbs. 

The  Webbs  find  more  formidable  opponents  in  the 
guild  socialists.  The  younger  generation  of  English 
Radicals,  under  the  leadership  of  men  like  Mr.  G.  D.  H. 
Cole,  have  broken  the  spell  of  the  Fabian  tradition  and 
have  built  up  a  rival  program  which  the  Webbs  do  not 
affect  to  despise.  Tho  they  devote  the  first  part  of  their 
ai^ument  to  a  systematic  defense  of  state  socialism  as 
the  right  expedient  for  the  times,  they  do  not  fail  in  the 
latter  part  to  take  account  of  the  proposals  of  the  guild 
socialists.  They  explicitly  deny  that  there  is  any  place 
in  a  rightly  organized  socialist  state,  "the  Codperative 
Commonwealth  of  Tomorrow,"  for  a  national  assembly 
of  vocati<mal  representatives.  State  socialism  and  polit- 
ical democracy,  now  and  for  the  future,  are  declared  to 
be  insepan^le.  If  the  Webbs'  preliminary  assumption 
is  correct,  the  immediate  task  of  the  Fabians  must  be  to 
reenforce  the  existing  structure  of  British  government. 
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The  outstanding  feature  of  tbedr  acheme  is  the  suf- 
geetion  that  the  functions  of  the  British  Parliamoit  be 
divided  between  two  separate  pariiaments.  One  (rf  these 
the  Webbs  call  the  Political  Paiiiament;  the  othw,  the 
Social  Parliament.  To  the  fonner  they  would  entrust 
the  conduct  of  foreign  lelationB,  of  imperial  aff  alis,  and 
of  the  domestic  police  administration.  To  the  latter 
they  would  entrust  all  legislation  of  a  domestic  nature 
designed  to  promote  the  general  wdfare,  and  eieo  taia- 
tion  and  finance.  To  the  Political  Parliunent  would  be 
held  responsible  the  secretaries  of  state  for  for^ 
affairs,  for  war,  for  India,  and  for  the  colonies,  the  Home 
Secretary,  the  chief  of  the  national  police  under  the 
present  allocation  of  functions,  and  the  Fint  Lord  of  the 
Admiralty  —  all  imder  tlie  leadership  of  tii&  Piime 
Minister.  But  there  would  be  no  body  of  ministers  txA- 
leetively  responsible  to  the  Social  Parliament.  Instesd 
of  cabinet  government  t^ere  would  be  t^e  system  of 
government  by  standing  committees  such  as  chano- 
terizes  the  conduct  of  local  affairs  through  the  Britiah 
county  and  borough  councils.  The  members  of  the 
Political  Parliunent  would  be  elected  as  now  by  i^ural- 
ity  vote  in  local  districts.  The  Social  Parliament,  tiie 
Webbs  concede,  mig^t  perhaps  be  best  chos«i  hy  s 
system  of  proportional  representation  adapted  to  areas 
somewhat  lai^er  than  the  present  parliamentary  con- 
stituenciee.  The  Pohtical  Parliament  would  be  elected 
as  at  present  for  a  comparatively  long  limited  tram, 
subject  to  dissolution  at  any  time  at  the  will  of  the 
government.  The  Social  Parliament,  like  the  existing 
coimty  and  borough  councils,  would  be  elected  i<x  s 
shorter  fixed  tenn.  The  power  to  tax  would  be  vested 
exclusively  in  the  Social  Parliament,  tho  the  appropriat- 
ing power,  so  far  as  concerned  the  appropriations  called 
for  by  the  budget  of  the  Political  Pariiament,  should  be 
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ezerdsed  at  a  joint  aession  of  the  two  bodiee,  if  unable 
separately  to  agree.  The  budget  of  the  Bodal  Pariia- 
ment,  however,  would  be  voted  excluavely  by  ite^. 

It  iB  evident  that  the  Social  Parliament  is  intended  to 
be  suprrane  in  domestic  affairs.  There  is,  however,  one 
significant  exception.  The  enactment  of  police  legula- 
tions  and  of  penal  legislation  will  be  left  to  the  Political 
Parliament,  and  the  prosecution  of  offenders  will  be  left 
to  the  government  which  is  responsible  to  it.  In  otiier 
words,  the  Sooial  Parliament  will  be  free  to  promote  the 
general  welfare  with  singleness  of  purpose,  while  the 
Political  Parliament  will  be  looked  to  for  the  protection 
of  individual  liberty  and  tiie  rights  of  minontiee,  so  far 
as  compatible  with  the  preservation  of  the  I^pslative 
supremacy  of  the  Sooial  Parliament  in  domestic  affairs. 
By  this  division  of  functions  the  Webbs  hope  not  merely 
to  secure  more  adequate  protection  for  individual  i^ts 
than  at  present,  but  also  to  ^limiTiiah  the  burden  of  bufd- 
ness  now  fdling  bo  oppreesiTely  on  a  mngle  assembly, 
and  to  facilitate  the  clear  and  effective  expresdon  of  the 
general  will  of  the  people  on  more  subjects  than  can  now 
be  brou^t  before  the  electorate  for  their  decision.  They 
hope  to  correct  the  most  serious  defects  of  the  present 
scheme  of  pariiamentary  government,  but  not  to  change 
the  essential  nature  of  the  scheme  with  respect  to  the 
conduct  of  that  part  of  the  public  bumness  which  the 
custom  of  the  realm  has  long  ascdgi^  to  the  Paiiia* 
ment  at  Westminster.  Hie  newer  functions  of  the  state, 
which  they  [Ht>po6e  to  transfer  to  the  jurisdiction  of  a 
separate  I^slative  assembly,  will  also  be  e^rarcised  upon 
principles  in  i^cfa  En^ishmen  are  already  in  general 
agreed,  for  the  Social  Pariiament  will  be  organized  sub- 
stantial^ upon  the  principles  already  tried  out  and 
found  satisfactory  in  the  field  of  local  government. 
Snce  it  has  been  in  the  latter  field  that  there  has  been 
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Hie  greatest  development  of  the  functions  ci  govern- 
ment along  the  lines  advocated  by  the  FabiEm  sodali^ 
the  success  of  the  agencies  of  local  government  fiords 
to  the  Webbs  a  most  acceptable  precedent  for  the  at' 
ganization  of  their  new  Social  Pariiunent  Des[»te  the 
name  of  the  new  l^pcdative  assembly,  the  thing  itaelf  is 
no  less  poUtical  than  the  existing  county  and  borough 
councils. 

In  short,  the  Webbs  have  revived  the  ancient  Whig 
principle  of  tiie  separation  of  powers,  but  they  have 
pven  to  that  principle  a  novel  application.  The  gov- 
ernment of  their  socialist  commonwealth  will  be  a 
government  of  checks  and  balances,  but  the  expedients 
to  which  they  look  for  the  maintenance  of  the  p(^tical 
equilibrium  would  have  amased  Locke  and  Monteequira 
and  Edmund  Burke.  The  Social  Faiiiament  hm  tin 
means  of  checking  the  Political  by  its  control  of  tite 
power  to  tax  and  its  equal  voice  in  the  granting  of 
Uie  political  budget.  The  Political  Pariiament  has  tiie 
means  of  checking  the  Social  by  its  control  of  the  police 
power  and  its  ultimate  responability  for  the  main- 
tenance  of  law  and  order.  As  in  ancient  Stuart  tdmes, 
ihe  power  of  the  pune  is  to  be  measured  against  that  lA 
ihe  sword.  In  place  of  t^e  l^al  eovenatsaty  of  a  sin^ 
national  assembly,  as  required  by  the  theory  of  pariia- 
mentary  government  before  the  war,  there  will  be,  not 
the  actual  or  inuninent  supremacy  of  the  Cabinet,  but 
a  division  of  sovereignty  between  two  reiH<esentative 
assemblies.  Those  who  hold  to  the  dc^mas  of  the  analyt- 
ical jurisprudence  which  so  largely  prevailed  in  lata 
Victorian  England  will  question  the  feasibility  of  any 
such  division.  But  the  Webbs  are  not  interested  in  the 
subtleties  of  the  Austinian  jurists.  They  profces  to 
build  a  practicable  scheme  of  government  i^wn  the 
existing  foundations.  They  believe  that  the  c^  pris- 
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ciples  of  the  separation  of  powers  and  of  checks  and 
balancee  can  be  adapted  to  the  conditions  of  the 
twentieth  century  and  to  the  exigencies  of  the  sodalist 
commonwealth,  and  that  the  revival  of  those  principles 
will  release  new  energies  for  the  service  of  the  state 
and  establish  new  safeguards  for  the  protection  <tf  tiie 


m 

Such  [voposals  cannot  be  expected  to  escape  criticism. 
Not  (mly  theoretical  jurists  like  the  Austinians,  but 
many  practical  En^ahmen,  with  no  bias  for  alternative 
schemes  of  reform,  such  as  have  been  xuged  by  guild 
socialists  and  syndicalists  and  eommunists  and  old- 
fashioned  Liberals  and  Tories,  will  say  that  the  Webbs' 
plan  will  not  work.  No  doubt  there  are  modem 
instances  of  somewhat  Edmilar  schranes.  The  idyllic 
constitution  prepared  by  the  Italian  poet-warrior,  D'An- 
nunzio,  for  his  free  state  of  Fiimie,  contains  a  scheme, 
critics  would  say  a  fantastic  scheme,  for  govemment  by 
two  separate  assemblies  with  different  but  codrdinate 
powers.  The  new  constitution  of  the  German  CommoD- 
wealth,  a  socialistic  commonwealth,  too,  in  its  origins, 
contains  a  scheme  for  a  National  Economic  Gotmcil  to 
which  projects  for  legislation  relating  to  social  welfare 
must  be  submitted  by  the  Cabinet  and  by  which  they 
miist  be  approved  before  they  may  be  conmdered  by 
the  National  Assembly  or  Political  Pariiament,  as  the 
Webbs  would  call  it.  But  tiie  German  National  Eco- 
nomic Goimcil  is  constituted  very  differently  from  the 
Social  Pariiament  proposed  by  the  Webbs,  and  its  rela^ 
tions  to  the  National  Assembly  are  far  from  comparable 
to  those  which  the  Webbs  would  establish  between  their 
Social  and  Political  Parliaments.  The  British  govem- 
ment itsdf  has  estaUished  a  more  comparable  scheme  in 
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its  recent  I^islation  for  the  reform  of  the  government  of 
India.  But  the  Montagu-Chehnsford  plan  for  the  sepa- 
ration of  powers,  the  dyarchy,  as  it  has  been  called,  is 
flevised  to  accomplish  different  ends  from  those  which 
the  Webbs  have  in  view  and  may  be  expected  to  woric  in 
an  entirely  different  way.  The  scheme  which  the  Webbs 
propose  must  be  approved  or  condemned  upon  the  gen- 
eral principles  of  poUtical  science;  the  test  of  experience 
cannot  be  applied. 

Whatever  may  be  the  general  impression  upon  Eng- 
liahm^i,  the  Webb's  plan  for  a  dual  system  of  repre- 
sentative government  will  not  strike  Americans  as 
obviously  absurd  or  impractical.  We  are  accustomed 
to  the  idea  of  two  separate  governments,  each  operating 
directly  upon  the  same  body  of  people,  and  each  su- 
preme in  its  proper  sphere.  We  have  our  states  and 
we  have  our  union.  Each  has  its  own  government  with 
its  peculiar  fimctions,  and  each  is  held  separately  to 
account.  We  have  no  difficulty  in  distii^uiahing  be- 
tween them.  The  electorate  readily  accommodates  itself 
to  the  task  of  exercising  a  dual  control.  The  same  is  true 
in  every  coimtry  where  the  federal  system  of  govern- 
ment is  established.  The  division  of  powers  betwem  the 
governments  of  the  states  and  that  of  the  union  varies 
greatly  in  the  different  federal  states,  but  all  thrae  gov- 
ernments seem  to  function  at  least  tolerably  well,  and 
most  of  them  very  satisfactorily.  The  Webbs'  plan  has 
many  resemblances  to  a  scheme  of  federal  government. 
Th^  do  not  elaborate  those  portions  of  the  scheme 
which  relate  to  the  conduct  of  foreign  relations  and 
imperial  affurs,  but  it  is  posoble  tiiat  their  Political  Par- 
liament mi^t  be  made  to  represent  the  peo;^  of  the 
overseas  domimons  as  well  as  the  F-nglii^htTuw  at  home. 
Surely  the  cabinet  mi^t  be  enlarged  for  eertun  pur- 
poses by  the  inclusion  of  representatives  of  the  self- 
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goyeming  domimons,  as  the  British  War  Cabinet  was 
expanded  occasioiially  into  an  Imperial  War  Cabinet. 
Such  expanmon  would  not  incapacitate  ministers  for 
the  perfcsmanoe  of  their  special  political  fimetions  in 
Great  Britain.  On  the  other  hand  the  constitution  and 
powers  of  the  Social  Parliament,  which  of  course  would 
exercise  jurisdiction  only  over  Great  Britain,  are  not 
substantially  different  from  what  m^t  be  suggested 
for  any  state  belon^ng  to  a  federal  union,  with  the 
exception  of  the  omisnon  of  the  police  power.  Thefinanr 
dal  relations  between  the  two  parliaments  would  oer- 
tainly  lead  to  friction,  but  friction,  if  it  does  not  generate 
too  much  heat,  is  a  stabilizing  force  in  any  government 
of  checks  and  balances.  Whether  a  stable  equihbriumtrf 
forces  could  be  established  by  measuring  the  power  of 
the  purse  against  that  of  the  sword,  as  the  Webbs  pro- 
pose, is  a  questicm  that  cannot  be  adequate  answered 
except  by  experiment.  But  it  cannot  be  said  that  stabil- 
ity is  imposfflUe. 

The  defects  of  the  scheme,  or  rather  perhaps  of  the 
Webbs'  exposition  of  the  scheme,  as  ibey  appear  to  an 
American,  are  three  in  number.  First,  a  federal  union 
seems  to  require  a  written  constitution,  and  an  ^ective 
written  constitution  an  independent  supreme  court  to 
interiHct  and  apply  it.  The  Webbs  devote  only  a  foot- 
note to  the  place  of  a  written  constitution  and  of  a  su- 
preme court  in  thur  socialist  commonwealth.  The 
constitution  of  the  Social  Parliament  will  original^  be 
enacted  by  the  present  Pariiament,  like  the  British 
North  America  Act  or  the  Commonwealth  of  Australia 
Act,  or  that  creating  the  Union  of  South  Africa.  But 
the  relatirau  between  the  two  cannot  be  subject  ult^ 
mately  to  determination  at  the  discretion  of  the  Politi- 
cal Pariiament,  or  the  hoped-for  equilibrium  between 
them  would  be  impossible.    If  the  act  creating  tiie 
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Social  Pariiament  should  be  conBtraed  aa  a  conqnct 
equally  Innding  upon  both  —  a  couBtnictum  theo 
redcally  no  more  impossible  tluui  that  adopted  by  the 
Soprrane  Court  of  the  United  States  in  the  Dartmoutit 
College  case  —  then  the  creature  would  be  raised  to  the 
Bame  level  as  the  creator.  But  whether  both  would  re- 
main on  the  same  level  might  eventually  depend  on  the 
existence  of  an  impartial  suprrane  court  with  autiunitjr 
to  judge  between  them.  The  Webbs  make  no  effective 
iwovision  for  calling  in  the  judiciary  to  redress  an  im- 
periled balance  between  the  two  political  authorities  in 
their  socialist  commonwealth.  IsitposdbletliatthereiB 
some  othw  agency  in  their  scheme  of  govemmeni  iriiich 
they  expect  to  perfonn  a  similar  function?  They  do  not 
say. 

Secondly,  the  Webbs  have  httle  to  say  about  the 
place  of  political  parties  in  their  socialist  conmun- 
wealth.  Parties  are  scarcely  mentioned  in  the  text  of 
their  book,  tho  like  the  supreme  court  made  the  sub- 
ject of  one  brief  but  sign^cant  note.  What  effect,  tbey 
inquire,  will  the  proposed  reconstruction  of  the  na- 
tional government  have  on  the  organization  of  political 
parties?  Will  it  make  for  the  continuance  of  the  party 
sjntem?  Will  it  mean  two  parties  or  many  groups?  Or 
will  t^e  party  eystem  be  superseded  altc^ther?  These 
que8ti<mB  the  Webbs  promptly  dismiss  as  outside  the 
realm  of  constitutional  reconstruction.  This  is  an 
aniRging  Ladifference  to  a  feature  of  British  politics 
which  during  the  last  two  centuries  and  more  has  bem 
the  very  breath  of  life  in  the  constitutional  system.  It 
was  the  parties  that  have  made  the  constitution  what  it 
is  today.  Without  two  parties  the  system  of  Cabinet 
government  and  ministerial  reeponability  could  not 
go  on  as  it  did  before  the  war.  The  Webbs'  Political 
Parliament  would  not  function  in  the  familiar  way,  and 
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if  it  is  to  fimction  differontly,  they  ouf^t  to  confiider 
how  great  the  differences  will  be  and  what  will  be  their 
effect  on  the  general  operation  of  their  scheme.  Doubt- 
less the  election  of  the  Social  Fariiament  by  some  sys- 
tem of  proportional  representation  would  tend  to  split 
the  electorate  into  numerous  groups  for  the  purposes  of 
such  electi(ms,  and  tiiat  would  probab^  be  no  serious 
impedinunt  to  the  proper  functioning  of  a  body  which 
woiild  act  largdy  through  standing  conunittees.  The 
Webbs  indeed  are  inclined  to  think  titiat  tile  organized 
political  parties  as  they  exist  today  will  pass  aw^.  But 
tiiat  gives  them  littie  concern,  since  they  expect  the 
budness  of  electioneering  to  be  transformed  by  the 
devolution  of  the  work  On  public  officers,  not  politicians, 
but  permanent  administrative  officials.  They  appear  to 
put  their  trust  in  parties  no  more  than  in  an  independent 
judlciaiy.  Tlieir  confidence  is  reserved  for  the  per^ 
manent  under-secretaries  and  the  civil  sovice. 

Thirdly,  the  W^bs  do  not  state  clearly  the  relations 
they  hope  to  establish  between  the  le^slative  and  execu- 
tive branches  of  their  proposed  government,  or,  more 
broadly,  between  poUtica  and  admioistration  in  the 
socialist  commonw^th.  It  mi^t  be  inferred  that  they 
intend  to  preserve  the  same  relations  between  the  im- 
perial Cabinet  and  the  Political  Parliament  that  now 
obtain  between  Parliamrait  and  Cabinet.  But  thdr  in- 
difference to  the  future  of  the  party  system  throws 
doubt  upon  this  inference.  The  doubt  is  confirmed  by 
their  statements  concerning  the  function  of  the  legislator 
and  the  relation  between  the  lepslator  and  his  con- 
stituents. The  future  member  of  the  Social  or  Political 
Pariiament  will  devote  his  whole  time  to  the  perform- 
ance of  the  duties  of  his  office,  and  will  be  piud  a  salary 
adequate  for  his  full  muntenance.  He  will  tend  to  be 
r^u^ed  "as  piu«uing  a  definite  vocation  requiring  no 
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less  contiiiuoiis  devotion  to  duty  and  the  masteiy  of  no 
less  technique  (tho  of  a  different  kind)  than  the  vocation 
of  the  professional  expert  or  that  of  the  civil  serruit." 
Those  who  pursue  the  vocation  of  elected  r^anamtar 
tive  "will  find  themselvee  relativety  impartial  as  be- 
tween the  ideals  of  different  reformers,  in  dl  of  wfaidt 
they  will  discern  much  that  is  good,  and  will  be  coo- 
oemed  rather  to  discover  how  tiie  paiticular  projects  of 
the  idealists  and  the  half-articulate  deeiree  of  Uie  elec- 
torate can  be  adjusted  to  the  drcumstances,  in  such  a 
way  as  to  be  made  in  a  democratic  community  to  work 
for  the  common  ben^t."  like  the  guardians  of  Plato's 
ideal  republic  they  will  be  trustees  of  the  commcHi- 
wealth,  tho,  unlike  Plato's  guardians,  they  must  con- 
trive  how  periodically  they  may  obtain  the  sanction  d 
formal  public  approval  for  thdr  conduct  of  affiun  in- 
stead of  securing  in  advance  the  support  of  public 
opinion  once  for  all  time  by  a  magnificent  fiction. 

The  profes^omd  politician,  therefore,  like  the  expert 
administrator,  will  be  a  bureaucrat.  The  buoneeE  <i 
electioneering  will  be  performed  by  their  official  sub- 
ordinates and  will  be  paid  for  out  of  the  public  funds. 
The  political  parties  will  be  reduced  to  the  rank  of 
transent  propagandist  organizations,  uriioee  work  will 
consist  more  in  educating  the  electorate  than  in  bbby- 
ing  the  members  of  the  two  pariiunenta.  Under  sudi 
conditions  the  elected  fimctionaiies  may  be  expected  to 
fraternize  easily  with  those  who  are  appointed  to  tbe 
permanent  civil  service,  and  to  codperate  readily  with 
them  in  the  conduct  of  administration.  In  the  ease  of 
the  Political  Pariiament  this  might  be  viewed  with 
alarm,  as  likely  to  tmdennine  unduly  the  authcmty  of 
ministers  and  to  enhance  to  a  dangerous  extent  ibe  in- 
fluence of  the  permanent  officials;  ^ce  these  would  be 
for  the  most  part  membras  of  the  military  or  naval  (« 
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domestic  police  establiBhrnents.  Probably  the  Webbs 
believe  th&t  the  conljol  of  the  pune  possessed  by  the 
Sodal  Parliament  will  provide  an  adequate  check 
against  the  rise  of  a  militarist  bureaucracy.  In  the  case 
of  the  Social  Parliament  the  process  of  "bureaucratizar 
Hon,"  wUeh,  under  the  committee  system  to  be  estab- 
lished in  that  branch  of  the  govermnent,  would  go  much 
farther  tiian  in  the  other  branch,  apparently  is  viewed 
with  complacency,  if  not  with  complete  satisfaction,  by 
tiie  Webbs.  They  declare  indeed  that  the  control  of 
administration  is  to  be  scrupulously  s^>arated  from  the 
actual  conduct  of  administration.  They  recognize  the 
distinction  between  administration  and  politics,  but 
botii  functionB  are  to  be  reserved  for  the  same  class  of 
selected  men,  who  will  stand  above  the  petty  interests 
and  factional  qiirit  and  "half -articulate  desires"  of  the 


IV 

The  truth  seems  to  be  that  tiie  Webbs  do  not  believe 
in  the  democracy  of  Hm  ave^^5e  man.  Professor  Hob- 
house,  in  his  brilliant  little  book  on  liberalism,  pub- 
lished some  ten  years  i^,  has  tim  to  say  about  what  he 
calls  Official  Socialism.  "  Beginning  witii  a  contempt  for 
ideals  of  liberty  based  on  a  confudon  between  liberty 
and  competition,  it  proceeds  to  a  measure  of  contempt 
for  average  himianity  in  general.  It  conceives  mankind 
as  in  tiie  mass  a  helpless  and  feeble  race,  which  it  is  its 
duty  to  treat  Idnd^.  True  kindness  of  course  must  be 
econluned  with  firmness,  and  the  life  of  tiie  average  man 
must  be  (Hganized  for  his  own  good.  He  need  not  know 
tiuA  he  is  being  mganized.  The  socialistic  organization 
will  work  in  the  background,  and  there  will  be  wheels 
within  wheels,  or  rather  wires  pulling  wires.  Ostenably 
there  will  be  the  class  of  the  elect,  an  ariatoenu^  of 


^dbyGoogle 


448  QUARTKRLY  JOUBSAL  OF  gCONOUWS 

cluracter  and  intellect  which  will  fill  the  civil  swvioes 
and  do  the  practical  work  of  administratioQ.  Behind 
these  will  be  committees  of  unicm  and  prc^reas  who  will 
direct  operations,  and  bdiind  tiie  committeeB  again  one 
or  more  master  minds  from  whom  will  onanate  the 
ideas  that  are  to  direct  the  w(»-Id.  .  .  .  Socialism  so 
concaved  has  in  essentials  nothing  to  do  witii  dranoo- 
racy  or  with  liberty." 

Official  socialism  means  Fabian  socialism;  and  now 
the  head  and  front  of  the  Fabian  socialism  speak  for 
them8d.Te8.  "It  is  true,"  they  confess,  "that  the  mar 
chinery  of  administration  of  any  national  industry  or 
service  —  covering  an  area  nation-wide,  supplying  a 
thousand  separate  needs,  in^nngii^  on  ten  million 
families  —  is  and  must  necessarily  be  complicated.  It  is 
true  moreover  in  a  certain  sense  that  this  complication 
is  a  characteristic  of  democracy.  The  simplest  of  all 
governmental  systems  —  so  at  least  it  seems  at  first 
sight  —  is  that  of  uncontrolled  autocracy.  The  unre- 
strained dictatorship  of  the  capitalist  achieves  in  indus- 
iry  a  similar  Bimplicity  —  so  at  least  it  appears  at  the 
outset  —  by  the  identity  of  the  ubiquitous  motive  of 
private  profit,  and  by  tiie  ruthlessnesB  of  competition  in 
the  stn^gle  for  existence.  Neither  autocracy  nor  the 
capitalist  system  long  retains,  as  a  matter  of  fact,  its 
assumed  pristine  absence  of  complications,  but  is  found 
in  practise  to  become  a  whole  mass  of  complications, 
cycles  upon  eiHcycles  and  wheels  within  wheels,  only 
concealed  from  the  ordinary  citizen  by  business  or 
bureaucratic  eeeretiveness.  But  however  that  may  be, 
democracy  cannot  afford  to  dispense  with  comidicati(Ki 
in  its  administrative  machinery,  because  only  by  an 
extenave  variety  of  parts,  and  a  deliberately  adjusted 
relation  among  those  puts,  can  there  be  any  security  f<« 
personal  freedom  and  indepmdoice  in  initiative  of  the 
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great  mass  of  intUviduals,  whether  as  produoers,  as 
consumers,  or  as  citisrais.  It  is  on^  by  qretematicaUy 
thinking  out  the  function  that  each  person  has  to  per- 
form, the  si^ere  that  must  be  secured  to  each  group  at 
section,  the  opportunities  in  which  each  must  be  pro< 
.  tected,  and  the  relation  in  wtdch  each  must  stand  to  the 
otheis  and  to  the  whole,  that  in  any  highly  developed 
society  the  ordinary  man  can  escape  a  virtual,  if  not  a 
nominal,  slavray.  .  .  .  The  price  of  liberty  is  the  com- 
plication of  a  hi^y  differmtiated  and  systematical^ 
co&rdinated  social  order." 

But  who  shall  do  this  systematic  thinlring  out  of  the 
functdons  that  each  pOTson  has  to  perform?  Who  stuJI 
determine  the  q>here  tJiat  must  be  secured  to  each  group 
or  section?  Who  shall  define  the  opportunities  in  which 
each  must  be  protected,  and  the  relation  in  which  each 
must  stand  to  the  others  and  to  the  whole?  Apparently 
the  Webbs  do  not  intend  that  this  shall  be  done  by  the 
"ordinary  man"  or  even  altogethw  by  those  elected 
reptesentativeB  whose  f  uncUim  it  is  to  stand  between 
the  ordinary  man  and  his  "hatf-articulate  desires." 
And  if  not  by  these,  then  by  whom?  Is  it  by  the  great 
class  of  permanent  civil  servants,  or  rather  by  the 
m<»e  sdeet  class  of  expert  technicians  among  them? 
Or  by  those  who  compose  the  "wheels  within  wheels" 
and  the  "cycles  upon  epicycles?"  In  short  who  are  in 
the  last  analysis  the  guardians  of  the  Fabian  socialist 
commonwealtii?  The  W^bs  do  not  answer. 

It  is  not  to  be  su[^>osed  tliat  writers  as  competent  and 
experienced  as  the  Webbs  omit  all  discussi(m  of  matters 
of  such  great  importance  out  of  ignorance  or  heedlesa- 
ness.  What  th^  wish  to  say  they  know  how  to  say. 
What  they  omit  is  {neeumably  omitted  by  dedgn.  Do 
they  omit  the  details  concwning  tiie  organisation  of  the 
guardians  of  their  commonwealth  because  they  think 
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thdr  leadffl^  will  not  be  intereeted,  or  cannot  under- 
stand, or  ought  not  to  be  told?  They  do  not  say.  The 
esoteric  myBteries  are  witiifaeld. 

The  argument  for  real  democracy  was  illustrated  l^ 
Aristotle  long  ago,  when  he  said  that  the  co<^  may 
properly  be  charged  with  the  preparation  of  the  feast, 
but  the  ultimate  judgee  must  be  those  who  eat  it.  In 
modem  timee  this  is  still  true,  no  matter  how  many 
dieteticians,  chemists,  household  economists,  and  other 
technical  experts  may  be  called  in  for  advice.  Democ- 
racy cumot  be  a  sbaxa,  if  the  state  is  to  perform  success- 
fully all  the  services  which  the  socialists  wish  it  to 
undertake.  It  will  fail  to  fulfill  its  functions,  unless  the 
bureaucracy  are  true  servants  and  not  di^uised  masters 
oi  those  whom  they  are  appcnnted  to  serve. 

The  Webbs,  whatever  may  be  their  ultimate  hopes, 
certainly  do  not  e:q>ect  to  procure  the  ot^jinal  estaUisb- 
ment  of  their  proposed  form  of  government  except  by 
democratic  processes.  Like  every  important  change  in 
the  government  of  Great  Britun,  their  plan  will  pre- 
sumably be  executed,  if  at  all,  as  a  party  measure  after  a 
lutcbed  battle  with  the  oppocdtion  by  a  triumphant 
combination  of  political  forces.  Undo-  t»esent  political 
conditions  that  combination  must  have  the  active  or 
passive  support  of  a  majority  of  the  nation.  The  leaders 
of  such  a  parl^  might  well  have  less  inmf^t  than  the 
Webbs  into  the  complications  of  the  administrative 
machinery  of  the  socialist  commonwealth  and  impofect 
control  over  the  inner  circles  of  the  Fabian  samurai; 
but  they  would  understand  the  sources  of  their  own 
power,  and  they  would  adopt  no  scheme  which  would 
threaten  the  foundations  of  their  authority.  Whethw 
or  not  the  Webbs'  scheme  is  practicable,  thoefore,  de- 
pends in  the  first  instance  upon  its  probable  ^Eect  on  the 
f(n1iunes  of  a  liberal-labop-Socialist  coalition.    If  the 
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necessary  tendency  of  the  scheme  is  to  terminate  in  a 
bureaucratic  dictatorship,  aa  the  Webbs  may  think,  it 
will  not  be  adopted.  If  it  appears,  however,  that  the 
wish  has  been  father  to  the  thought  and  that  such  a 
temdency  is  not  inherent  in  the  schtine,  the  plan  might 
concdvably  be  adopted,  subject  to  certain  modificar- 
tions.  It  is  undoubtedly  based  upon  a  penetrating 
analjrds  of  the  ccmtemporary  political  and  economic 
ffltuation. 

The  Webbs  are  probably  mistaken  in  supposing  fliat 
their  plan  will  tend  to  produce  a  dictatorship  of  the 
intellectuals.  It  would  divide  the  existing  Parliament 
into  sections  and  would,  therefore,  doubtless  tend  to 
weaken  thb  influence  of  parliamentarians  in  the  conduct 
of  public  affairs.  It  would  not  divide  the  profesdonal 
administrators  to  a  corresponding  extent,  for  they  are 
already  divided  into  the  two  classes  of  diplomatic  and 
milituy  officials  on  the  one  hand,  and  the  civilian 
biueaucracy  on  the  other.  These  divisions  would  be 
perpetuated,  but  the  separation  of  the  two  pariiamente 
would  probably  tend  to  consolidate  the  several  sub- 
divinons  of  the  two  bureaucracies  more  firmly  than 
ever.  It  is  an  old  saying  t^t  the  more  there  is  of  the 
more,  the  less  there  is  of  the  less.  The  weakening  of  the 
pariiamentary  influence  would  strengthen  the  influence 
of  the  bureaucracy,  especially  of  the  civilian  bureau- 
cnu^  with  its  more  favorable  financial  atuation.  So  far 
the  expectations  of  ihe  Webbs  may  be  well  founded. 
But  it  is  imlikely  that  the  members  of  the  two  pariia- 
ments,  ee^iecially  of  the  Social  Parliament,  would  become 
less  dependent  on  their  constituents.  In  fact  members 
of  the  British  Pariiament  today  are  probably  less  de- 
pendent on  their  ccmslituentB  than  the  membeni  of  the 
supreme  l^slative  assembly  in  any  other  democratic 
state.  This  is  the  ccmsequence  partly  of  the  diminatioii 
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from  the  bunneas  of  Pariiament  of  most  of  the  {Hivate 
and  local  mattera  which  so  embarraBS  the  membraB  <A 
reiffBBmtative  bodies  in  many  democratic  states,  partie- 
ulaiiy  in  America.  In  part  it  is  the  consequence  also  <rf 
the  strei^th  of  the  established  political  organisations, 
which  makes  party  r^[ularity  the  candidate's  iniuiapal 
asset  at  the  polls  and  relieves  him  from  personal  reqxHH 
nbility  for  most  of  the  electoral  program,  as  wdl  as  for 
his  conduct  in  office.  The  weakening  of  the  pariia- 
mentaiy  system,  instead  of  t¥»tlring  the  member  more 
independent,  would  have  the  contrary  effect.  The 
subdivision  of  parties  would  throw  the  individual  meaa- 
beis  to  a  greater  extent  than  now  on  their  own  resources, 
and  the  introduction  of  proportional  representation,  by 
stressing  particular  issues  more  heavily  than  is  p<»BiUe 
under  any  bi-partisfm  system  of  politics,  would  conqid 
members  to  assimie  much  more  extensive  powoal 
obligations  towards  the  groups  of  voters  whom  tiiey 
represent  than  under  the  present  system.  They  will  not 
become  "relatively  impartial  as  between  the  ideals  of 
diff«*mt  reformers,"  as  the  Webbs  suppose;  but  on  the 
contrary  more  definitely  advocates  than  ever.  Doubt- 
less the  typical  British  amateur  or  "gentieman"  pc^ 
dcian  will  more  and  more  ^ve  way  to  the  iHt)f esdonal, 
but  the  type  of  professional  is  Ukely  to  resemble  Hie 
representative  of  special  interests,  as  we  know  him  in 
America,  rather  than  the  disinterested  bureaucrat  whose 
coming  the  Webbs  fondly  anticipate.  This  proq)ect, 
however,  will  not  appear  very  terrifying  to  working 
party  leaders,  nor  dissuade  them  from  considering  tia 
Webbs'  plan  upon  its  real  merits. 

It  is  doubtful  moreover  whether  the  tendency  toward 
concentration  of  domestic  administiative  authority  in 
the  hands  of  a  disciplined  civil  bureaucracy  would  in  any 
event  go  as  far  as  the  Webbs  seem  to  sui^Miee.  During 
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tile  war  all  the  oapitalistic  states  have  been  e^qieriinent- 
ing  -with  Boeialistic  devioee.  From  these  e}q>erieiioe8 
mu<di  has  been  learned.  In  the  United  States  the  most 
significant  lesson  of  the  war  in  this  connection  is  the 
value  of  the  ordinaiy  bustness  corporation  as  a  form  oi 
oiganization  for  administering  public  affairs.  Alto- 
gether half  a  dozen  of  such  corporations  were  organized: 
the  Emeigency  Fleet  Corporation,  the  War  Finance 
Corporation,  the  Food  Administration  Grain  Ccnpora- 
tion,  the  Si^ar  Equalisation  Board,  the  Houmng  Cor- 
poration, and  the  Russian  Bureau  of  the  War  Trade 
Board.  Business  men  temporarily  in  the  service  of  the 
government,  intent  on  seeming  quick  action  and  prompt 
retuniB,  favored  this  method  of  administration  because 
it  promised  relief  from  vexatious  government  red  tape. 
A  government-controlled  corporation  is  an  independent 
entity  with  a  legal  personality  of  its  own.  In  the  absence 
of  spedal  l^pslation  regulating  its  operations,  it  can 
avoid  the  jurisdiction  of  the  Civil  Service  CommisHioD 
and  possibly  also  that  of  the  Comptroller  of  the  Treas- 
ury. It  can  escape  from  the  mesh  of  rules  governing 
the  purchase  of  goveimnent  supplies  and  the  letting  of 
contracts.  The  device  sets  the  business  man  in  govern- 
ment service  free  to  cany  on  his  work  in  his  own  way. 
Probably  these  advantages  are  largely  exaggerated, 
if  not  specious.  Bufdness  men  presently  found  that 
excessive  freedom  brought  its  own  penalty,  and  that  a 
certun  unount  of  so-called  red  tape  was  necessary  for 
their  own  protection.  The  more  solid  advantages  of  the 
corporate  form  of  organization  in  conducting  the  public 
business  were  of  a  different  sort.  It  did  indeed  intro- 
duce needed  flexibility  into  government  administration, 
but  especially  it  facilitated  the  representation  of  dif- 
ferent points  of  view  in  the  determination  of  the  laiger 
questions  of  policy  ariong  in  the  ccmduct  o<  great  en- 
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terprises.  This  advantage  of  the  corporate  form  waa 
recognized  in  various  quarters  and  was  utiliied  notaU; 
by  the  leaders  of  the  Railroad  Brotherhoods  in  tin 
preparation  of  the  R\unb  planf  or  government  ownoahqt 
and  operation  of  the  steam  road  transportation  aystem 
of  the  United  States.  The  Webbs  are  acquainted  with 
the  latter  project  and  compare  it  favorably  in  eertain 
respects  with  the  equally  notable  plan  of  the  S&nk^ 
Commission  for  the  nationaliEstion  of  the  Kitish  coal 
industry.  The  Webbs  believe  that  the  device  dl  boards 
of  directors,  representing  respectively  the  managemait, 
the  workmen,  and  the  public,  is  susceptible  of  extended 
application,  and  that  its  utilization  will  do  much  to 
open  up  the  administrative  bureaucracy  uid  make  it 
more  flexible  and  at  the  same  time  more  responave  to 
the  various  bodies  of  opinion,  political,  economic  and 
social,  of  which  it  ought  to  ti^e  account.  They  Ma- 
template  indeed  the  administration  of  tlie  industries  of 
the  nation  under  the  direction  of  such  boards,  but  they 
do  not  indicate  the  effect  of  such  an  arrangement  on  the 
position  and  influence  of  the  permauirait  civil  service  in 
which  elsewhere  they  seem  to  put  their  principal  trust. 
Certainly  tiie  conduct  of  the  national  administration,  ao 
far  as  it  falls  under  the  supervinon  of  the  Social  Paitia- 
mrait,  by  a  series  of  triputite  boards  of  directors  will 
not  tend  to  produce  tiie  hoped-for  dictatorship  of  the 
intellectuals. 

It  is  to  be  regretted  that  the  Webbs  did  not  choose 
to  elaborate  tiie  organization  of  the  inner  cycles  and 
epicycles  of  thdr  administrative  machinery.  In  this 
field  of  governmental  action  they  are  thoroly  at  homft 
lliey  could  write  about  inner  cydes  and  epioydes  with 
the  assurance  of  authorities  m^o  can  justiy  boast,  all  d 
which  we  saw  and  much  of  vdiich  we  were.  This  wotdd 
be  not  only  interesting  but  \a^j  inBtructive.  Graham 
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WaOaa,  himadf  long  one  of  the  Fabjans,  has  taught  us 
the  importance  of  the  right  organization  of  official 
tttought  and  will  in  modem  capitalistic  or  socialiHtic 
society,  and  has  made  a  helpful  be^nning  in  the  study 
of  the  functioning  of  a  civil  general  sti^.  The  WeblM 
could  contribute  much  to  such  a  study.  Instead  they 
have  repeated  what  they  had  already  said  elsewhere 
concerning  the  matters  at  issue  between  themselves  and 
the  proponents  of  rival  schemes  of  reform.  They  reiter^ 
ate  their  dissatisfaction  with  the  existing  organization 
of  local  government.  They  re&mphasuEe  their  early  in- 
stxiiotion  in  tlw  limltatioDs  of  the  consumers'  co6p»ar 
tive  movement.  Th^  point  out  anew  the  inca^Mcity  at 
democracies  of  producers  to  be  entrusted  with  the 
ownership  of  the  instruments  of  production  in  their  own 
vocations.  They  concede  to  the  guild  socialists,  to  be 
sure,  recognition  of  a  right  of  self-determination  to  the 
members  of  a  vocatio'nal  association,  but  their  view  of 
the  proper  limits  of  self -^vemment  in  industry  is  never- 
theless thoroly  conmstent  with  the  views  of  those  who 
advocate  the  maintenance  of  the  imchallenged  su- 
[nemacy  of  the  state  over  all  its  parts.  To  the  vital 
questions,  however,  concerning  the  location  of  the  center 
oi  equilibrium  in  their  system  of  government,  and  the 
manner  in  which  the  forces  impinging  thereon  will  be  or- 
ganised and  controlled,  we  find  no  answer.  The  Webbs 
note  that  th«y  fotmd  ^usa  proposals  for  administrative 
reorganization  fitted  in  with  the  principles  enunciated  in 
the  Report  of  the  Machinery  of  Government  Commit- 
tee to  the  Minister  of  Reconstruction.  With  this  casual 
leferenoe  to  Lord  Haldane's  comparatively  moderate 
proposals  they  dismiss  that  important  subject.  In  short, 
as  we  have  remarked  before,  the  Webbs,  so  far  as  they 
show  their  hand,  seem  to  have  accepted  the  r61e  oi  con- 
servative reformers.  If  so,  and  if  what  they  eay  about 
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the  break-down  of  the  c^utaliBt  system  is  tnie,  it  is 
probable  that  th^  are  now  not  far  ahead  of  the  c^Mnion 
of  ttiat  average  man  whose  "half -articulate  deans" 
ibey  geno^y  distrust,  but  whose  support  is  eBseotial 
to  the  realisation  of  ttieir  plan. 


There  remains  to  be  considered,  therefore,  the  {»&■ 
liminaiy  assumption  upon  wbidi  the  Webbs'  plan  is 
predicated,  namely,  that  the  capitalist  system  as  a 
coherent  whole  has  at  the  present  momrait  demon- 
strably broken  down.  The  Webbs  do  not  stop  to  demcHi- 
strate  the  break-down  of  cfq>italism.  Indeed  the? 
expressly  disclaim  any  attempt  in  this  book  to  frame  an 
indictment  of  the  captalist  system.  They  do  pause  at 
one  point  to  cite  with  warm  commendation  Mr.  R.  H. 
Tawney's  recent  monograph  on  The  Sidenesa  of  the 
Ae^iiniive  Society.  In  general,  however,  they  are  coO' 
tent,  in  expounding  their  plan,  tadtly  to  address  those 
for  whom  capitalism  has  lost  its  moral  authority  ae 
well  as  its  economic  justification.  The  suggestion  tiiat 
capitalism  has  actually  collapsed  or  is  on  the  verge  c^ 
doing  BO  in  Great  Britain  will  shock  the  American  not 
fully  conversant  with  the  trend  of  events  in  the  "ti^t 
little  island."  Capitalism  seems  so  firmly  in  the  saddle 
in  this  country,  and  the  results  of  its  violent  overthrow 
in  such  distant  lands  as  Russia  have  been  represented 
to  be  so  terrible,  that  he  cannot  imagiDe  sobeivminded 
Ei^lishmen  talkii^  so  cahnly  of  its  impending  collf^ne. 
That  raises  the  question,  what  do  tbe  Webbs  mean  by 
capitalism. 

Perhaps  one  can  best  answer  by  telling  what  they  do 
notmean.  They  do  not  mean  the  system  of  unrestrained 
competition  between  owners  and  users  of  capita  goode 
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wbieb  was  the  dream  of  Adam  Smith,  the  breath  of  life 
of  Nassau  Senior,  and  the  despair  of  John  Stuart  Mill. 
That  system,  so  far  as  it  had  ever  flourished  in  tiie  great 
sb^^  induBteies,  has  been  dead  and  gone  for  some  time. 
In  some  other  industries  it  never  succeeded  in  supplant- 
ing the  system  of  independent  craftsmanship.  That 
suggests  the  further  question,  when  did  tiie  capitalism 
oetebrated  by  classical  economists  of  the  nineteenth 
century  arise.  Every  historian  knows  that  no  precise 
date  can  be  assigned.  He  knows  wlien  important  in- 
ventions were  made,  when  mecbamcal  power  was  first 
aK)lied  on  a  latge  scale  in  various  industries,  when 
manufacturing  gave  way  to  machine  fabrication;  but 
these  changes  took  place  gradually  and  in  different  in- 
dustries at  different  times.  In  some  industries  they 
have  not  taken  place  at  all.  As  with  the  rise  of  modem 
capitalism,  so  also  with  its  fall:  the  future  economic  his- 
torian will  be  unable  to  assign  any  precise  date. 

To  the  political  scientist,  if  not  to  the  economist,  the 
dgnificant  feature  of  the  capitalist  syst^n  is  not  the 
method  of  imiduction,  nor  even  the  distribution  of 
wealth  and  income,  but  the  distribution  of  politick 
power.  However  slow  and  imperceptible  to  contem- 
poraries may  have  been  the  displacement  by  the  fao- 
tory  system  of  production  of  the  eariier  handicraft  and 
domestic  systems,  the  change  in  the  distribution  of 
power  might  come  with  dramatic  suddenness.  The 
feudal  system  fell  in  France  in  August,  1789,  and 
presently  the  capitalist  system  took  its  place.  In  Eng- 
land there  was  no  such  dramatic  shifting  of  power. 
Feudalism  was  not  finally  overthrown  until  the  passage 
of  the  Parliament  Act  of  1911.  It  had  already  begun  to 
fall  at  the  time  of  the  Wars  of  the  Roses.  So  it  is  with 
modem  capitalism.  Much  power  has  already  slipped 
from  the  hands  of  the  capitalists.  More  is  constantly 
slipping,  and  the  end  is  not  in  sight. 
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There  ate  ampto  evideuoee  of  this  tendency  even,  in 
Ameiioa.  The  Transportation  Act  of  1^0,  for  instance, 
authorises  a  goremmental  body  to  establish  standatds 
of  service  on  the  steun  railroads  of  the  United  States, 
to  fix  rates,  to  autiiorize  issues  of  capital,  to  ^prove 
combinationa  of  carriers,  to  regulate  the  distribution  d 
cars,  and  to  supervise  the  maintenance  of  safe  am- 
ditions  of  travel.  It  authorizes  another  govemmeaital 
body  to  establish  standards  of  employment  and  coot- 
pensation,  so  far  as  concerns  all  classes  of  enq^yees 
except  the  higher  officials,  and  to  adjust  di^nites  arising 
in  tiie  course  of  em{doyment.  It  leaves  to  the  ownen  of 
the  properties  the  power  to  select  the  executive  officera, 
and  to  the  latter  the  power  to  operate  the  properties 
subject  to  ihe  control  of  the  two  govemmesital  bodies 
and  power,  also,  to  fix  their  own  salaries,  subject  to  no 
effective  control.  Power  has  almost  entirely  passed 
from  the  hands  of  the  owners,  luid  vexy  largely  fran 
those  of  the  executives.  Is  this  capitalism  or  is  it  sodal- 
iou?  Economically  it  is  capitalism;  politically  it  is 
socialism,  a  form  of  state  socialism  under  which  ^le 
railroad  bureaucracy  is  rraidered  incapable  of  perform- 
ing services  commensurate  with  the  salaries  they  are 
likely  to  pay  thaooselves.  In  thia  instance  the  traid 
toward  state  socialism  has  gone  farther  than  elsewhere  in 
America.  In  general  it  has  not  gone  so  far  as  to  warrant 
the  use  of  ai^  other  term  than  caiHtalist  to  describe  tiie 
existing  order  of  society. 

In  Great  Britain  the  trend  towards  state  socialism 
has  gone  much  farther,  Tho  the  predominant  power 
still  resides  in  the  hands  of  those  who  own  capittd  or  are 
the  agents  of  capitalists,  a  substantial  share  of  tlw 
power  has  already  been  acquired  by  those  who  have 
succeeded  witiiout  the  ownraship  or  control  of  coital 
in  organizing  the  laboring,  consuming,  and  voting 
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maHaaa.  A  UtUe  moTe  BuccMB  to  tiwse  OTgaiuEers  in  tiie 
great  banc  industries  and  centers  of  population,  and 
sodalist  may  well  be  the  apter  descriptive  term  to 
charaoteriie  the  resulting  state  of  society.  Capitalists 
will  continue  to  be  active  in  industry  and  in  politics,  but 
their  authtnity  will  be  outweighed  by  that  of  their  rivals 
m  leadership.  The  transition  is  not  Ukely  to  be  defini- 
tive at  any  early  date.  There  may  be  temporary  re- 
lapses to  capitalist  predominance  in  politics,  like  that  in 
tiie  German  commonwealth  since  the  ratification  of  the 
Treaty  of  Versailles.  The  establishment  of  the  socialist 
commonwealth  is  likely  to  be  a  protracted  and  uncertun 
process,  recalling  the  checkered  history  of  the  Third 
Republic  in  France.  In  Bhort  Fabian  tactics  may  actu- 
ally prevail  in  the  struggle  for  political  power  between 
Que  defenders  of  the  present  economic  order  and  its 
enemies.  At  some  point  —  perhaps  imminent  —  in 
the  struggle,  the  balance  of  power  will  incline  defin- 
itively against  the  capitalists.  That  event  or  the  present 
prospect  of  it  is  what  the  Webbs  probably  mean  by  the 
break-down  of  the  capitalist  system. 

The  adoption  d  Fabian  tactics  in  the  constituting  of 
the  British  socialist  commonwealth  certainly  is  most 
consonant  with  the  political  genius  of  the  British  people. 
But  under  these  tactics  the  conmderation  of  a  systematic 
and  complete  plan  for  organizing  tiie  public  services  is 
not  an  inevitable  task  of  the  rulers  of  the  state.  Indeed 
the  plan  which  the  Webbs  have  proposed  may  not  be  de- 
signed for  strict  application  by  a  future  Librae-Labor^ 
Socialist  coalition.  It  may  have  been  publi^ed  rath^ 
to  refute  the  various  contemporary  attacks  on  Fabian 
socialism  by  the  adherents  of  competing  eyt^etoB  of 
Borial  reconstruction.  If  this  be  its  purpose,  it  must  be 
pronounced  a  very  effective  production.  Whatever  mf^ 
be  thought  of  the  Webbs'  suggestions  for  the  divi^on  of 
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powers  betwerai  tiie  Political  and  Social  Parliam^its  or 
of  their  hopes  for  the  devdopment  of  the  administrative 
bureaucracy,  there  can  be  no  doubt  that  they  have  dealt 
a  heavy  blow  to  the  i^opagands  of  the  guild  Botnaliats, 
the  syndicalists,  and  the  revolutionary  communists. 
Their  book  will  be  an  arsenal  of  arguments,  a  mwg«.ginfi 
of  fertile  suggestions,  from  which  futiire  ministers,  coni- 
mitted  to  a  moderate  policy  of  state  socialism,  can  draw 
to  meet  the  attacks  of  impatient  and  ultrarradical  critics 
and  to  devise  expedients  for  dealing  with  the  exigencies 
d  the  moment  in  the  conduct  of  affairs.  If  this  be  tiie 
true  purpose  of  the  authors,  tiieirs  is  a  most  timely  boc^ 
a  necessary  sequel  to  thdr  weU-known  pamphlet. 
Labour  and  the  New  Social  Order,  the  authoritative  [no- 
gram  of  the  British  Labor  Party.  But  it  is  much  mxm 
tiian  a  supplement  to  the  official  platform  of  the  leixa 
Party.  It  is  a  substantial  contribution  to  the  literature 
of  modem  Industry  and  politics.  It  will  take  its  place  as 
a  worthy  companion  of  the  History  cf  Trade  Unionism 
and  of  Industrial  Democracy. 

A.  N.   HOLCOUBK. 

SjMrtSD  UMirXBBITT. 
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LIEFMANN'S  GRUNDSXTZE  DER  VOLKSWIRT- 

SCHATTSLEHRE  > 

Fob  over  two  decades  there  have  been  aigne  in  Grermany  of 
an  awakened  interest  in  economic  theory.  Striking  evidence 
of  tiie  momentum  of  this  revival  appears  in  the  fact  that  the 
first  edition  of  the  first  volume  of  liefmaan's  Gnmds&tse 
(SHeea  hundred  copies  he  t«ne  ub)  could  be  disposed  of 
within  three  years  amid  the  shattering  events  ol  war  and 
revohition.  This  surprising  sale  of  a  large  volume  given 
wholly  to  theory  m^jfat,  however,  be  explained  in  part  by  the 
great  claims  which  its  author  advances.  liefmann's  hat  is  in 
the  ring.  He  would  supersede  practically  all  preceding  theory. 
His  conception  of  eoonomio  life,  he  tells  us,  "is  not  only  new, 
but  separated  by  a  whole  world  from  the  preceding  one  —  is, 
one  might  say,  almost  a  different  science"  (vol.  ii,  p.  603). 

AH  previous  theory  is  materialistic  in  that  it  thinks  chiefly 
of  the  getting  of  quantities  of  material  goods.  It  oonfusee 
productive  technique  with  economic  calculations  and  activ- 
i^.  It  fails  to  analyze  the  fundamental  economic  factors, 
which  are  psychological.  Even  the  Austrian  theory,  tho 
bringing  in  psychological  considerations,  places  them  on  the 
materialistic  background  of  the  older  economies.  Psycholog- 
ical and  realistic  are  tiie  adjectiTee,  li^mann  informs  as, 
which  best  differentiate  his  system  from  others.  But  he  also 
calls  it  dynamic  (not  using  this  term,  however,  as  generally 
understood  by  economists),  abstractly  calculating  {abalrakt 
recAnend)  and  individualistic. 

Economic  life  consists  of  calculations  of  utility  and  cost. 
Whether  as  consumer  or  producer,  we  all  um  at  a  mftTiininn 

>  Balwrt  IMmmn.  OnmdrttH  dv  Volknrlrtaidi^tddin.    Vol.  I,  QnudlMni  dw 
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yield  (Erira^)  t^  utility  in  excen  florin  ptopwtioa  to  ooat. 
C<st  is  fundameDtally  labor  pun-cost.  Ertrag,  liefinano'a 
dariing  concept,  is  usually  spdcen  of  by  him  as  an  excen  over 
cost.  He  maoi^ee  the  quimtitative  comparison  of  what  ap- 
pear to  be  incommensurable  subjective  states,  by  descrUMiig 
tlw  desire  for  utility  as  a  lack,  a  pain  {JJnlutig^^<£\.  Deduct 
f  nan  the  pain  of  wanting  a  utility  the  Unlu^gt^Hid  of  laboing 
to  produce  it,  and  you  have  your  EHrag.  Now  each  <rf  U8  &- 
tributes  his  costs  (his  labor)  so  as  to  secure  the  same  Ettnq 
at  the  margin  of  each  line  of  consumption  and  productico. 
Out  of  fluoh  calculations  of  individuals  arise  the  prices  and 
incomes  of  the  exchange  econcHny  {Tauatkunrtachafi)  whidl 
economic  theory  is  to  explain.  Liefmann's  system,  therefon, 
is  "individualistic"  in  its  approach  to  tlie  problona  it  sedn 
to  solve. 

Now  what  happens  to  Liefmann's  p^rchological  facbn 
when  our  individuals  enter  the  market?  Labor  pain-cost  ap- 
parentiy  drops  out.  The  consumer  may  have  income  to  spoid 
whic^  never  cost  him  labor.  Costs  to  him,  therefore,  can  only 
be  pecuniary  costs.  Obviously  to  the  entrepreneur  also  costB 
f4>pear  mostly  in  terms  of  money.  So  in  Liefmann's  eipos- 
tion  we  get  pecuniae  costs  substituted  for  the  fundamental 
labor  pain-cost,  with  occasional  references,  however,  to  the 
latter,  as  "lying  behind"  the  money  costs.  But  Ertmg  Btfll 
continues  to  {day  its  port  in  the  exposition.  It  is  now  yield  of 
utili^  in  excess  of  or  in  proportion  to  pecuniary  costs  fw  tk 
consumer,  and  money  profits  for  the  producer. 

When  we  come  to  the  explanation  of  the  market  value  of 
conunoditiee,  we  get  an  account  of  the  factws  on  tiie  sule  <tf 
demand  which  is  quite  in  the  vein  of  the  Austrian  Uway 
irtiich  LiefmaniL  professes  to  reject,  except  that  maiginal 
yield  {Qrenzertrag)  takes  the  place  of  mortal  utility  (fhaa- 
nub«n) .  Now  it  may  be  argued  that  economic  thecny  is  not 
vit^y  concerned  with  a  refined  anolysiB  of  the  ooosumer's  or 
purchaser's  states  (A  mind.  Grant  the  existence  of  a  donand 
schedule  as  pictured  by  the  curve  now  so  familiar  to  the  reader 
of  English,  American,  and  Italian  publications,  and  the  econ- 
omist has  all  he  needs  so  far  as  demand  enters  into  his  prob- 
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lem.  But  inasmueh  m  Liefmaim  profeesefl  to  have  made  an 
important  contribution  at  this  point,  we  may  stop  to  inquire 
wheUm*  bis  conception  of  Ertrag  is  really  an  improvraoent  on 
the  Austrian  formulation.  That  the  utility  <rf  an  article  may 
exceed  what  is  paid  for  it,  is  not  a  new  thou^t.  This  excess 
has  even  been  given  a  name  and  has  been  the  subject  of  vexa- 
tious controversy  among  economists.  But  it  is  not  to  be 
thou^t  of  as  excees  or  surplus  of  utility  over  the  money  paid 
for  it  (or  over  the  pain-cost  back  of  the  money) ,  but  as  auiplus 
of  utility  over  the  utility  of  other  tiungs  purchasable  at  the 
same  price.  At  the  mat^  of  oonsumpti<m  the  surpluses 
vanish.  Hie  increment  of  utility  got  from  any  particular 
oommodity  is  there  equal  to  that  of  any  other  commodity 
within  the  particular  consumer's  horizon  which  may  be 
bou^t  with  the  same  money.  There  is  an  equalisati<m  (Aw- 
ffimthvng)  of  utilities,  not  of  surpluses.  The  equalization  of 
marginal  surpluses  {GrmzertrAge)  upon  which  Liehnann  lays 
such  solemn  stress,  is  really  the  extinction  of  tiiese  surpliues. 

On  the  side  of  the  supply  of  commodities,  Ertrag  appears  as 
pecuniary  profit,  excess  of  prices  realized  over  the  expenses  cH 
production  and  marketing.  The  money  received  may  stand  in 
the  business  man's  mind  icx  the  utility  of  what  he  expects  to 
get  with  it,  and  back  of  his  expenses  —  pretty  far  back  — 
may  be  the  pain-cost  of  labor.  But  virtually  liefmann's  sys- 
tem has  passed  out  of  its  psychological  phase  into  the  realm 
of  pecuniary  calculations.  An  extreme  ncHuinalist,  he  regards 
money  as  nothii^  but  the  abstract  unit  of  accounts.  His 
theoiy,  therefore,  b^;ins  to  assume  the  tiUe  of  "abstract  cal- 
culation." The  quantity  of  any  commodity  placed  on  the 
market  is  determined  by  the  search  for  profit  {Ertrag)  vbi6b. 
acts  in  such  manner  in  the  competitive  industries  as  to  estab- 
lish a  marginal  rate  of  profit.  At  this  point  Liebnann  brings 
in  stone  very  effective  criticism  of  a  common  tendency  of  Ger^ 
man  econtnuists  to  speak  of  "normal  or  expected  or  average 
|Ht^t"  instead  of  marginal  profit,  and  to  regard  such  prc^t 
as  an  element  of  cost. 

There  is  in  luB  expositicn  a  commendable  insistence  on  the 
oormectioD  of  all  prices  in  the  calculations  of  both  oonsumeis 
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andpnxluoen.  He  profeeBeB,  however,  to  be  the  first  to  reml 
this  connectioQ  fully  and  aasMis  that  only  in  the  cue  of  oom- 
nuxUties  wiach  have  elementB  of  coet  in  ccanmon  hae  tag 
connection  been  reoogniied  by  previous  theory.  This  dam 
to  originality  cannot  of  oouiee  be  allowed.  It  is  do  doi^  true 
that  fnnn  much  of  our  eooncnnic  literatuie  a  carelen  readw 
tni^t  get  the  impreesioD  that  each  commodity  gets  its  pria 
determined  apart  from  die  prices  of  other  things.  Indeed  it  ii 
not  easy  to  make  the  beginner  in  eoon(»nics  see  the  vatam- 
tion  between  pnoee  and  the  eadstence  of  a  ByBtena  or  eytbena 
of  prices.  But  apart  from  the  general  reoognition  of  altefw- 
tive  uses  of  factors  of  production,  all  modnu  theory  also  no- 
ognixes  as  determining  the  demand  for  any  ctMumodity  die 
comparison  of  its  utility  with  that  oi  other  commodities.  Tte 
relation  between  prices  appears  most  cleariy  in  the  eqmi- 
tions  of  the  mathematical  economists  but  it  is  necessary  im- 
plied, even  when  not  explicitly  stated,  in  the  writings  ot  otbo* 
theorists. 

Price  is  taken  by  lie&nann  to  be  a  monetary  expns- 
sbn.  He  rejects  the  usual  Qerman  definition  of  Prm  as  goods 
given  in  exchai^,  because  this  is  part  and  parcel  of  the  ntt- 
terialistic  economics  which  he  would  exaraae.  He  appein 
not  to  perceive,  however,  that  his  thecay  of  price,  as  be  dis- 
cuBses  it  under  the  head  of  demand  and  supt^y,  is  a  thewy  of 
eompaTOiive  price  only,  tiiat  is  of  value,  as  that  term  is  uodcr- 
stood  by  the  classical  writers.  To  make  it  a  oonqriete  theoy 
of  prices,  it  needs  to  be  supplemented  by  a  theory  (A  the 
general  price  level.  So  far  as  the  latter  receives  ai^  att«itioD 
from  him,  it  is  in  the  discussion  of  increase  of  money  unto 
the  head  of  factors  causing  changes  in  prices.  Increase  of 
money,  however,  is  considered  side  by  aide  with  f actcHS  affeet- 
ing  particular  commodities  and  relative  prices  cmly.  In  this 
muddled  way  of  exfdaioii^  changes  in  the  price  ^evti,  lief- 
mann  unfortunately  does  not  stuid  alone  unong  Germiii 
writers. 

His  loi^  drawn  out  description  of  the  general  mediaiiirai  oi 
demand  and  supply  contains  occasional  p^^  of  admiiriitr 
ladd  exposition  of  established  doclaine,  but  the  reviewer  faib 
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to  discover  any  oonndenble  ocmtribuUon  to  our  knowledge. 
When  we  ctwae  to  the  proUem  of  what  determinee  the  prices 
enteoring  into  the  entrepreneur's  ooets,  it  is  not  ea^  to  fc41ow 
a  writer  who  rejects  the  tried  instruments  of  eoomnnio  anal- 
ysis and  dispoeee  of  loDg-etanding  [soblemB  as  iUusions.  The 
whole  doctrine  of  imputation  of  shares  in  the  product  to  the 
different  producers' goods  and  factors  of  production  employed, 
Liefmann  declares  to  be  nonsense.  His  ai^nuuents  against  the 
possibility  of  imputation  show  littJe  comprehension  of  modem 
theory.  One  argument  quoted  with  approval  from  Dr.  Moluv 
mann  is  a  diverting  play  on  words.  The  imputation  theory, 
SEqns  this  writer,  assumes  that  in  the  product  we  get  the  sum  of 
productive  effects  of  the  different  factors  of  production.  But 
production  gives  a  prodiui  not  a  sum.  It  is  multiplication 
not  addition.  Not  bow  pitw  arrow  equals  the  bird  the  hunter 
killB,  but  bow  timet  arrow  equals  bird!  Entrepreneurs  —  to 
go  on  with  his  more  genend  criticism  —  don't  value  separate 
produoera'  goods  and  factors  of  production.  They  just  pay  for 
than,  and  if  their  total  costs  fall  bdow  the  total  of  prices 
realised  on  the  sale  of  the  products,  there  is  Brirag.  Prices 
whether  for  goods  or  services  or  factors  of  production,  are 
determined  by  bargaiuii^  power,  by  positicms  of  competitive 
and  monc^liatic  advantage  and  disadvantage.  Cajntal  is 
simply  m<Hiey  coet  to  the  entrepreneur.  The  gain  of  capital 
about  whidk  theorietB  have  made  such  a  pother,  is  vray 
simple.  It  is  the  Erimg  or  profit,  and  pit^  is  no  problem  but 
just  the  goal  aad  regulative  principle  of  economic  activity 
(V<d.  ii,  p.  603)'.  It  is  the  materialistio  way  of  loddng  at 
things  which  creates  the  tmaginoty  difficulties  and  puulee  of 
our  traditional  theory  of  distribution.  Leave  aade  all  thought 
of  quantities  tA  goods  and  technical  servicea  of  factors  of 
production,  and  view  bargaining,  purchase,  and  sale  sunply 
as  turning  about  money  prices  (and  money  no  material  thing 
but  just  abstatot  unit  of  accounts),  and  everything  is  per^ 
fectiy  clear. 

That  is,  it  is  peifeotiy  clear  to  Professor  liefmann.  Regard- 
ing tiie  whole  economic  system  in  its  mcntetary  aspects,  one 
migbt  get  the  idea  that  all  that  is  neceesary  to  assure  a  gain  to 
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o^tat  IB  that  the  annual  total  ol  mcomea  spent  for  con- 
BumeiB'  goods  shall  exceed  the  annual  total  of  sums  inTegted 
or  reinvested.  The  proportion  of  this  excess  would  aceonnt 
also  for  Uie  rate  of  return  (the  average,  not  the  ma-i-gind  rate). 
But  such  a  way  of  looking  at  the  matter  ia  too  eollectinstie, 
not  individualistic  esou^  even  to  occur  to  li^nuum.  As  it 
is,  he  leaves  the  matter  of  tbe  existence  and  rate  of  c^taliBtifl 
gain  a  mystery.  He  demea  that  there  is  any  leaacm  for  legsid- 
iog  the  existence  of  interest  on  coital  as  more  of  a  |»oUem 
tlian  the  p^rment  of  wages  to  tlie  laborer  or  of  i«it  to  the 
land~owner.  He  remarim  that  if  tiw  rate  of  interest  af^iean 
inmiffident,  funds  will  be  spent  for  consumers'  goods  ntliv 
tlian  devoted  to  inveHtment,  but  this  idea  does  not  hire  faim 
on  to  the  formulation  of  an  abstinence  or  time-prtferoice 
tlwory.  Land  in  its  money  cost,  we  may  note  in  paanng,  ia 
ea{)ital  to  Liefmann,  and  land  rNtt  therefore  is  merged  vilh 
inoxae  of  c^tal. 

He  rejects  the  concept  of  distribution  as  materialistic  and 
"sodoli^cal"  (coUectivislic)  and  announces  that  in  fntun 
he  will  ignore  discussions  based  on  the  idea  of  a  divisi(Hi  w 
distribution  of  the  total  product  of  society.  What  beni^tcd 
theorists  still  oonsider  under  that  title,  liefntann  takes  np 
under  the  head  of  Einkommendehre.  The  idea  ot  suhstitutiiig 
a  theory  of  incomes  in  place  of  one  of  distribution  is  not  an 
to  German  liteiatuie,  but  was  introduced  by  Philiiqxmdi 
some  years  ago  in  his  Grundriaa  der  poUtitehen  OdumomU.  In 
Liefmann's  treatmmt,  it  f^ls  eanly  into  place  in  the  pecu- 
niary syston  of  econcnnics.  Incomes  (mon^  incomes)  arise  u 
Brtrilge  out  of  prices  and  the  spending  of  inctHnes  detennines 
prices;  and  thus  the  circle  is  closed. 

In  place  <tf  the  four  traditional  sharee  in  distribution  lief- 
mann conaders  a  greater  number  of  different  kinds  of  in- 
come. For  tmsldlled  labor  he  sets  forth  a  Bubsistencetbecaycf 
wages.  This,  however,  is  not  given  the  usual  Malthuaan 
basis  but  is  supptnted  by  the  curious  argument  that  if  wage- 
earners  receive  less  than  the  money  wages  neoenary  to  main- 
tain their  standard  of  living  under  the  exating  scale  of  prices, 
the  consumers'  goods  i^ch  they  are  in  the  habit  of  por- 
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chaeiDg  will  fall  in  price  and  they  wiU  receive  the  same  real 
income.  Per  contra,  if  tltey  get  higher  wages,  prices  of  isoor 
sumere'  goods  will  rise  and  they  will  be  no  better  off.  Com- 
ment seems  unnecessary. 

A  formulation  of  econtunic  theory  in  terms  of  money  puices 
ratJwr  tiian  in  tenns  of  value  and  of  quantitiee  of  goods  has 
Bome  pedagogjosl  advantages.  The  reviewer  is  disposed  to 
regard  it  as  tiie  only  feasible  method  of  presenting  the  subject 
to  the  undei^raduate.  But  in  opposition  to  liefmann,  Cassel 
(7*Aeordt«ehe  Sotiaiekanomie,  1918)  and  some  of  our  Amerioan 
insurgents,  it  may  be  maintained  that  such  a  method  is  not 
complete  and  that  to  the  seasoned  theorist  there  is  a  gain  in 
stripping  c/B.  the  monetary  side  of  economic  phenomena  to  get 
at  fondamental  factors,  to  think  in  terms  of  value  rather  than 
irf  price.  liefmann  regards  as  one  of  the  chief  causes  of  error 
in  the  prevailing  theory  the  persiBtent  attempt  to  look  behind 
the  money  veil.  He  makes  the  vefl  itself  bis  thrane.  But  if  he 
had  been  less  fascinated  by  it,  he  might  not  have  overlooked 
so  completely  certAin  important  problems.  For  instance, 
there  is  in  these  bulky  volumes  on  the  Qrvmdt/lUt  of  economics 
no  consideratiou  of  the  character  of  the  capitalistic  method  of 
production  nor  of  the  part  played  by  cf^utalists  in  increaaiDg 
or  maintaining  our  productive  apparatus.  Altho  he  condemns 
the  great  work  of  Bohm-Bawerk  in  tolo  (vd.  ii,  p.  379)  Lief- 
mann might  have  prt^ted  by  a  careful  study  nA  it. 

It  is,  of  course,  not  easy  to  appraise  Liefmann's  theorizing 
ID  all  its  ramifications,  even  were  it  worth  the  effort.  He 
writes  an  easy,  fluent  style,  and  the  bo(^  contains  interesting, 
passagGB.  On  the  whole  there  is  little  reward  for  the  pain-cost 
of  going  through  its  fifteen  hundred  pages.  His  understand- 
ing of  the  mriatJne  body  of  economic  theory  is  astonishing 
superficial.  It  is  conceivable  that  a  vigorous  mind  unham- 
pered by  what  others  have  accomplished  mi^t  attain  to  new 
and  valu^le  ideas.  But  when  a  writer  with  all  the  prestige 
tiiat  goes  in  Germany  with  academic  position  puts  forth  such 
vast  claims  to  originality  as  does  Professor  Liefmann,  be 
should  have  informed  himself  conscientiously  tA  what  has  sl- 
reacty  been  done  in  the  field.  A  long  catalog  could  be  made 
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of  his  nuHconceptions  of  otiier  writers  and  ot  faia  recklen  gsh 
enlisfttionB  in  regard  to  prevailiiig  theoretical  taidoKiee. 
Here  and  there  in  his  many  critical  paan^ies  he  scorea  ftpont, 
but  often  it  is  about  matters  largely  verbal  in  character.  Sudi 
critacisni,  <rf  course,  nu^  have  value.  There  are  altogetltB' too 
many  careleeB  expreasions  current  in  ec(momic  liter^dnre  utd 
their  gradual  dimmatatoi  is  much  to  be  desired.  But  it  ia  not 
easy  to  make  exposition  ot  complicated  matters  absohtdf 
fool-proof  and  often  it  is  not  worth  bying.  "life  ia  not  long 
enou^  for  us  to  express,  either  in  qnedk  or  in  writing,  ill  tk 
Umitatkns  and  reeervationB  which  we  leave  implicit  in  oar 
statements. "  * 

G.  A.  Elxeki. 


>  BmyBlMiiBtbaBooBomkJoimal,  Jus*.  1090,  P-SM. 
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EAELY  mSTORY  OF  THE  TERM  CAPITAL 

It  would  not  have  been  at  all  surtnisiog  if  the  attjeotive 
capHaliB,  formed  by  the  Romans  from  their  aubstantive 
caput,  which  is  the  Latin  for  our  substantive  "head,"  had 
been  applied  by  them  to  many  different  things.  We  ourselvee, 
using  "bead"  adjectively  or  in  compoation  with  a  hyphen, 
talk  of  head-keepers,  head-offices,  head-quarters  and  many 
oUker  head  things.  But,  if  the  dictionaries  are  to  be  trusted, 
Latin  writers  of  the  classical  period  generally  confined  their 
use  of  capitalis  to  the  sense  in  which  we,  following  them,  use 
the  adjective  "capital"  in  applying  it  to  crimes  and  punish- 
ments —  ihe  sense  of  "having  to  do  with  life."  But  they  did 
stHnetimes  use  it  in  what  to  us,  with  our  belief  that  the  head  is 
the  seat  of  personality,  seems  the  more  obvious  sense  of  "most 
important."  In  later  ages  this  use  became  common,  so  that 
the  French  speak  of  "la  ville  capitale  d'un  pays,"  "le  point 
caintale  de  I'affaire,"  and  the  l^lnglish  used  to  speak  of  "the 
capital  messuage"  and  still  speak  of  "the  capital  city  of  a 
country,"  and  "the  capital  merit "  of  a  work,  and  many  other 
things.*  In  thissenseit  is  synonymous  with  "chief, "whichifl 
itself  nothing  but  the  French  chef,  a  softened  form  ol  caput.* 

Now  if  we  ask  ourselves  what  is  tike  diief  sum  of  money 
dealt  with  in  any  particular  business,  whether  that  business  is 
carried  on  by  an  individual  or  by  a  small  number  of  partneis 
such  as  we  call  a  firm  or  by  a  luger  nmnber  of  partners  such 
as  we  call  a  company,  the  answer  is  "the  sum  which  is  the 
foundation  of  the  buainess,  the  total  of  money  on  which  the 
individual,  firm  or  company  carries  on  trade."  At  first  this  is. 
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of  counie,  the  amcpimt  cm  which  the  bushiess  is  started;  hter, 
it  is  that  amount  i^us  any  additions  wliicb  may  have  been 
made  to  it,  and  minus  any  subtractionB  which  may  have  been 
made  from  it.  What  additions  and  subtractions  should 
properiy  be  made  is  constantiy  a  matter  on  which  0[Hiii<m8 
differ,  and  the  rules  geneially  accepted  differ  to  scnne  extoit 
between  different  kinds  of  busineas  uid  even  within  the  same 
kind  of  busineflH  according  as  it  is  carried  on  by  an  indiriduil 
or  a  firm  or  a  company.  But  tho  dispute  may  arise  about  the 
correct  amount  of  the  sum,  there  is  never  any  doubt  about  ill 
identity.  Critics  of  the  accounts  may  say  tiiat  tbe  smn  is 
really  greater,  or  that  it  is  really  lees,  than  it  is  reiK«eented; 
they  may  even  say  that  it  is  "all  lost,"  while  the  managen 
assert  equally  confidently  that  it  is  not;  but  there  never  ie  any 
question  about  there  being  such  a  thing,  even  if  it  is  alleged 
tiiat  its  amount  is  now  nil  or  a  minus  quantity.  It  is  the 
"chief"  sum  because  it  originally  started  the  buaness,  and 
because  it  is  ordinarQy  b^ger  than  the  sums  obtained  bj 
means  of  the  business  —  "the  {Hvfits"  tor  the  diort  periods 
such  as  a  year  or  half-year  for  wbidi  they  are  likely  to  be  cal- 
culated, llie  kind  of  prefiminence  which  it  poeseeaes  a  the 
same  as  that  which  a  sum  lent  has  over  the  interest  upon  it 
and  which  leads  us  to  call  that  sum  "the  principal"  sum,  or, 
for  short,  "the  principal." 

My  lii^uistic  attainments  are  not  sufficient  to  enable  me  to 
speak  positively  on  the  subject,  and  an  effort  I  once  made  to 
enlist  foreign  assistance  (in  the  R«vue  d'iconomie  poUH^iu, 
May,  1893,  pp.  178,  179)  was  a  failure,  but  I  believe  Utat 
whatever  was  Uie  modem  equivalent  of  the  Latin  capitsfis 
was  used  as  a  substantive  to  indicate  this  chief  sum  in  a  buo- 
nees  in  several  of  the  OnitiDental  countries  by  at  least  the 
middle  of  the  sixteenth  century.  The  way  was  very  iH«b«Uy 
smoothed  for  it  by  Low  Latin  usages;  Bohm-^weric  says, 
without  giving  any  authori^,  tJiat  eapittdis  pars  debiii  meant 
tiie  principal  of  a  debt.*  Irving  Fisher'  quotes  frun  Du 
Cange's  Gloasarium  "capitale  dicitur  bonum  omne  quod  pos- 

>  Pl^tin  ThHirr  of  OtiHal,  UBl,  p.  M. 
'  Natun  of  CtfiUl  ud  laMm*.  ISOS,  p.  U. 
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aidetur,"  i.  e.,  "capital  ie  a  name  for  all  the  goods  possessed." 
Anyway,  the  first  eiamples  of  the  use  of  capital,  or  rather 
"  c^titall,"  in  this  sense  which  have  been  unearthed  in  English 
literature  are  in  books  which  seem  to  be  attempting  to  teach 
the  Tii"ei'«i'  merohant  how  to  keep  aocountfi  with  the  aid  of  the 
superior  methods  practised  abroad.  Professor  W.  R.  Scott 
teUs  UB  that  Jamee  Feele,  who  taoght  "the  art  of  Italian  mer- 
chants accounts,"  writing  in  1569, describes  "an  inventorie  for 
trafique"  as  "a  note  to  be  taken  in  writinge  of  all  thingee, 
f ounde  and  ronaynii^  in  the  house  apperteyninge  to  trade  c& 
merchaundise,  thereby  to  know  a  mans  estate,  and  doth  con- 
sist of  ii  kinds;  the  one  whereof,  is  that  a  man  bathe  or  oug^t 
to  have  in  posaeesion,  to  aaye  in  readye  monie,  debtee  and 
goodee;  and  anoUier  kinde,  is  that  which  he  oweth  to  other 
in«i  being  his  cteaditouis,  and  by  comparinge  of  the  totall 
Bomme  of  tlie  readye  monie,  debtes  and  goodes,  with  tbe 
totall  s(amne  of  creaditours,  the  estate  of  that  aocompte  is 
[Miesentlye  perceyved  (that  is  to  saye)  so  muche  as  tbe  monye 
debtee  and  goodee  sormounte  the  creaditours,  so  muche  ap- 
perteyneth  to  Uw  owust  of  that  acoompte  for  his  proper 
stocke  or  capital!,  in  traffique." '  Murray's  Nob  Englith  Die- 
Uonary,  the  Oxford  DietionaTy  or  N.  E.  D.,  gives  fn^n  the 
Briife  Instr.  of  J.  Mellin  (a  writer  about  whom  I  have  not  yet 
asoertained  anythii^)  published  in  1588  "  The  remaine  is  the 
net  rest  substance  or  capitall  of  the  owner."  Richard  Daf- 
fome,  on  wh<Hn  the  effect  of  foreign  influence  is  sufficiently 
suggested  by  his  giving  his  examples  in  guilders,  in  The  Mer- 
ehant'a  Mirrour;  or  Diredumt  for  the  peifect  orderinff  and 
keeping  qf  kia  accowrUa,  1036,  gives  this  instruction:  "No.  96. 
to  booke  Uie  capitall  which  each  partner  of  a  joint  company 
pmoiseth  to  bring  in: 

Simon  Sands  promiseth  into  t^e  company  for 

bis  stocke,  gl.  ll.^WO 

And  Sicbard  Rakes  for  his  stocke  intendeth, .  gl.   7,800 
gl.  19,200" 

'  TIm  Ffttfawv*  to  ParfBctnaa,  In  th'  aoeompta  of  dflUtour  vid  omdftour;   in 

*-*— —  el  t,  DWocni,  T«7  r' *'  *nd  prafiMbla  lor  Havhsiuitai;   qnotad  io 

BeaU't  CoiMftiitiuiMid  nnunaof  Bi^di,  Soottlsli  ud  bitli  Jciat  Stock  Comiikatai 
to  ITSO,  ToL  1,  p.  ei,  »u. 
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The  Oa^ord  DiaioRary  qaota  (>>tgTa,ve'B  Dictionarie  ef  &i 
French  and  Bnglith  Tonffue,  1611,  as  negative  evidence  sng- 
gesting  that  capital  was  not  at  that  date  in  familiar  use  in 
En^and,  ainoe  Cotgrave,  who  was  by  no  means  superior  to 
the  cranmon  lexioogi^dter'B  practise  of  tnmstating  a  w<ad  \fj 
itself  (as  riche  by  "rich,"  g6n^ralit£  by  "generality,"  large  t^ 
"ItirgEi"),  does  not  say  that  the  French  capital  is  "capital," 
but  "wealth,  worth,  a  man's  principall  or  chiefe  substance." 
He  givee  as  an  example  of  its  use,  "en  ai^^t  soit  le  capital  de 
oduy  la  qui  te  veut  mal.  Prov.  Let  money  be  thy  enonia 
whole  Btocke."! 

Three  yean  after  Cotgrave's  Dictionary  was  publiehed, 
capital,  we  are  told  by  Profeseor  W.  K.  Scott,  b^an  to  be 
used  in  ihe  records  of  the  East  India  oompany  to  indicate 
what  we  should  now  call  the  nominal  amount  of  the  hcddtog  ot 
a  ehareholder,  not  "in  t^  cconpany,"  for  the  oompaz^  liad 
not  yet  arrived  at  the  stage  of  having  a  pennanemt  stoti  or 
capital,  but  in  one  of  the  undertakings  called  a  "voyage." 
When  the  shareholders  in  one  of  these  "voyages"  were  to 
receive  a  eum  equal  to  50  per  cent  on  their  holdings,  on  9^ 
tember  20,  1614,  tlie  records  call  this  a  divisioQ  of  "fifty  on 
the  hundred,"  but  on  Deoember  6  they  call  it  a  division  ct 
a  "half-«apital,"  and  a  forbii^t  later  Ui^  epeak  of  "ci^Ktal 
in  money"  being  divided  where  we  should  speak  (tf  a  divi- 
dend of  100  per  cent.  "After  1614,"  says  Professor  Scott, 
"payments  expressed  in  terms  of  one  or  more  'c^itals'  are 
frequent."  Here  the  term"  ca^Htal"  is  used,  just  as  in  the  ex- 
ample quoted  above  from  Daffome,  for  the  capital  snfasciihed 
by  the  shareholder  (or  held  by  him  if  he  has  obtained  his  ahsRS 
otherwisethanby  being  an  original  subscriber).  Moreoverin 

1  TViMiAamaiihtbaOxfoKlDiotlMUiyibouldauktUHiMlviiacqaalBtadirilk 
tbavmbakltcmpkun.  SanmlaoodmUcn,  UHiisinthiKtaKiiM^edCMmiA 
tobttiiidaoPMTotKndt'himilh'T^tlMraliMqiittilMitrMiaUttoncfthayiMiiihiwrt 
npHd  ■■«  H  mn  adlAaHkni  at  tkaSiwlUiwotdwiiiUl.  T%v  svold  hav*  >nriM 
tUi  ans  If  tbnr  1^  MXiMd  thrt  th*  awtXtaa  ban  Cattmn  to  (ncibd  tr  Om 
to  iDOwto  Bi^ttT*  nidtao*:  tlw  N.B.D.  qootM  CM(n*^  tiuib- 
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1621  an  l^^glwih  traaslatioii  of  Orders  of  the  States-General  of 
the  United  Provinces  for  the  establishment  fA  a  West  Indian 
Company  mentions  Hba  "capital  or  stock"  of  the  members  of 
the  cunpany  and  the  "capital  sums"  Bubscribed  into  the 
c<anpany  by  them.  Professor  Scott  thinks  that  the  new  term 
was  introduced  because  Ihe  "stock"  of  the  company  in  the 
sense  iA  the  things  which  it  possessed  included  what  it  had 
bought  with  borrowed  m<mey,  so  that  when  it  was  expressed 
in  terms  of  money  the  total  stock  of  the  company  would  be 
what  was  subscribed  by  the  shareholders  plus  what  was  bor- 
rowed, and  therefore  a  division  of  fifty  on  the  hundred  (or,  as 
we  should  t^y,  50  per  cent)  "on  the  stock"  might  be  mis- 
understood. It  is  clear  that  the  various  significations  of 
"stock"  in  ccnmection  with  companies  would  require  to  be 
distinguished  somehow,  and  the  rather  exotic  "capital"  was 
called  in  for  the  purpose. 

From  calling  the  bddings  of  the  individual  members  of  a 
company,  when  tbou^t  of  as  amounts  of  money,  their  "capi- 
tals," it  is  a  very  short  step  to  calling  the  aggr^ate  of  these 
holdii^  "the  capital  of  the  company";  a  short  step  which  is 
made  easier  by  the  fact  that  this  a^re^te  is  the  thing  upcm 
which  all  operations  of  tiie  company  are  founded  —  it  is  the 
most  important  or  chief  stock  of  the  company.  Wecanahuost 
see  the  working  of  the  seventeenth-century  mind  in  this 
matter  in  the  Bank  of  England's  1697  act  of  Pariiament  (8  A 
9  W.  ft  M.,  diap.  20).  Sect.  20  first  wedges  the  adjectiTe 
"capital"  in  between  "common"  and  "principal,"  speaking 
of  the  "oommon"  capital,  and  "principal  "stock  of  the  com- 
pany, and  thai  drops  both  "common"  and  "principal"  by 
referring  to  the  same  thing  as  "the  said  capital  stock."  Th« 
term  "oommoa"si^ge8ta  theideaof  aggr^ating  theindivid- 
oal  "capitals,"  and  "prindp^"  Buggeete  the  idea  of  the 
pccftninence  of  the  particular  stock.* 

The  Act  shows  that  the  idea  of  the  capital  of  the  company 
as  a  sum  of  money  witii  nothing  but  an  historical  connection 

>  At  thm  are  no  Bonunia  In  tha  olclnal,  tluwoid  "Mfital"  Is  "eommcn  BuMtl 
wd  ivincd^  itOBk"  od^t  b*  tokon  to  tw  >  ■nbrtuUre,  but  thfa  InUqintatlui  •hoh 
mJiiiIiIiI  br  Um  om  of  '■  mv<M  *to<A."  >i>d  would  mako  so  dVmnM  to  tba  untMDt 
•bon  U  tt  mra  adoptwl. 
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with  the  actual  poBBeesions  of  the  ctanpany  at  the  nuoKBt 
had  as  yet  made  little  progreae,  since  "for  Ute  better  aettliag 
and  adjusting  the  right  and  property  of  each  member"  of  the 
ccmpany,  the  capital  stock  was  to  "be  computed  and  eeti- 
mated  by  the  principal  and  interest  owing  to  than  friMn  Uie 
king  or  any  others  and  by  ca:^  or  by  any  other  effects  whoeof 
tiie  said  capital  stock  shall  then  really  consiBt  ovn  and  above 
the  value  of  the  debts  which  they  shall  owe  at  the  same  time." 
The  idea  evidenUy  is  that  the  "real"  cafntal  stock  is  the 
assete  less  liabilities,  not  the  sum  originally  subscribed  phu 
additions  and  minus  subtractions  made  in  some  fwmal  man- 
ner. But  we  may  safely  say  that  in  the  re^on  of  ixHupany 
finance  cental  was  fairly  established  by  the  end  of  tiie  seven- 
teenth century  in  the  two  senses  in  which  it  is  still  understood 
tiiere.  When  the  company  started,  and  shareholden  [ffo- 
vided  the  money,  they  were  said  to  provide  "capital,"  aad 
thu,  once  obtained,  became  the  "capital  stock,"  or  ahwtly 
"the  capital"  of  the  company,  and  was  the  sum  on  whidi 
profits  were  reckoned  and  dividends  declared  at  so  much  per 
cent,  its  ownership  being  regarded  as  distributed  amcHig  the 
members  or  shareholders  in  proportion  to  the  number  of 
pounds  held  by  each  of  them.' 

Starting  thus  in  c<»npany  finance,  the  term  gradually  woo 
its  way  into  the  fields  of  individual  finance,  "p(^tical  arith- 
metic, "  and  ecimomtcs. 

In  earlier  times  the  individual  could  feel  no  want  kA  such  a 
term  in  his  own  affairs.  The  primitive  agriculturist,  feeding 
himself  and  his  family  almost  entirely  on  what  he  and  they 
have  won  from  the  ground  with  their  own  hands,  might 
rec<^;nise,  like  Abraham  and  Lot,  that  his  stock  of  cattle  had 
increased,  or  that  he  had  got  his  soil  into  better  conditkm,  bat 
he  certainly  never  dreamt  of  saying  that  he  had  put  a  certain 
number  of  shekels  or  pounds  into  the  business  and  was  getting 
10  per  cent  or  any  other  percentage  upon  tttat  number.  THnt 

)  I  am  not  tornttbn  tlat  oomiiuiM-  ii^UI*  kn  oftan  dirUwl  intai  ikuo.  tM 
diridaads  »n  daeluad  at  n  mudi  pK  ■h»ni.  and  that  «a^  lawnbar  ia  n^rdad  ■■  luU- 
lu  a  Dumbs  of  ihana.  In  fact  tlu  ahana  an  alwari  dcaeribad  w  "-pooBd  aliaia,' 
•Dd  tlM  holder  of  a  £  10  or  £  1  ahara  ia  in  juat  thB  •ame  poaitkra  aa  tha  bgidv  «<  £10  or  £1 
of  "atotdi"  is  a  "~"r*"r  wtnoh  doaa  Dot  allow  dtrWon  balow  £10  or  £1. 
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eaity  artiBan  knew  when  his  stock  of  tools  waa  improvii^  or 
deteriorating  and  when  his  etock  of  materials  or  finished 
goods  was  greater  or  less,  but  it  did  not  occur  to  him  that  he 
ooght  to  Imow  what  profit  he  waa  making  on  the  smn  of 
money  which  he  had  —  very  gradually  in  all  probability  — 
"put  into  the  business." 

But  by  the  time  the  term  capital  came  into  general  use  in 
oonnectitm  with  oompanies,  there  were  many  individuals, 
chiefly  merchants,  who  could  make  some  estimate  of  the 
amount  of  money  embarked  in  their  business,  and  who  would 
find  it  convenient  to  calculate  what  percentage  upon  that 
amount  they  were  ukaking,  inasmuch  as  the  percentile  would 
tell  them  whether  they  were  doii^  well  or  ill  compared  with 
tbMT  nei^bors  at  the  same  time,  and  compared  with  Uiem- 
aelves  in  earlier  periods,  and  also  whether  it  would  be  better  to 
drop  the  particular  line  of  business  and  take  up  some  other. 
"Stock"  was  not  a  very  convenient  term  for  the  amount  of 
money  put  into  the  business,  since  it  properly  signified  the 
actual  things  owned,  tho  sometimes  used  of  the  money 
put  into  them.  Amaa'B"stock-in-trade"  would  be  that  part 
of  his  goods  which  was  used  in  his  trade,  but  what  was  wanted 
was  a  name  for  the  amount  of  money  invested  in  this  stock- 
in-trade.  It  was  very  naturally  found  in  the  term  which  had 
omne  into  use  for  the  amount  invested  in  the  stock-in-trade  of 
a  company,  and  men  began  to  talk  of  "  putting  capital  into  " 
tiieir  own  individual  business  just  as  they  spoke  of  putting 
capital  into  such  and  such  a  company. 

So  Fostlethwayt'a  Uniwrxd  Dieliimary  of  Trade  and  Com- 
merce in  1751  gives  us  this: 

"CAPrrAX,  amongst  merchants,  bfuikers,  and  tradeiB,  sig- 
nifies the  sum  of  money  which  individuals  bring  to  make  up 
the  camiaaa  stock  of  a  partnership  when  it  is  first  formed.  It 
is  also  said  of  the  stock  which  a  merchant  at  first  puts  into 
trade,  for  his  account.  It  signifies  likewise  the  fund  of  a 
trading  cwnpany  or  corporation,  in  wfaidi  sense  the  word 
stock  is  generally  added  to  it.  Thus,  we  say  the  capital  stock 
of  the  bank,  ftc.  The  word  capital  is  opposed  to  that  trf 
profit  or  gain,  though  the  profit  often  increases  the  capital, 
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and  becnnes  itodf  part  tl  the  cental,  when  jdned  with  tiie 
former." 

Jofanacm,  whoae  atfatude  towards  finance  is  ehown  l^  hia 
explainiiiK  "Btockjobber"  as  "a  low  wretch  who  gets  moDey 
by  buying  and  selling  shares  in  the  funds"  had  not  got  so  far 
in  1755  as  to  recognise  capital  as  a  substantive  at  all.  "Ck^ 
tal  Stock  "  he  explains  as  "The  principal  or  original  stock  of  a 
trading  company.*^ 

Poetiethwayt  thinks  of  the  merchants  cf^ntal  as  the  stock, 
by  which  he  evidently  means  money,  first  put  into  hia  tnde. 
liiere  is  something  prior  and  scnnething  subsequent  to  this. 
Before  the  merchant  first  puts  the  sum  into  trade  it  is  time 
ready  to  be  put  in.  The  merchant  "has  capital  to  onpkiy." 
When  he  has  put  it  in  it  does  not  cease  to  exist;  he  still  has 
capital  unless  it  is  lost,  which  normally  it  will  not  be.  The 
term  was  abeady  used  of  money  to  invest.  After  being  cnce 
put  in,  the  merchant's  capital  would  be  analt^ouB  to  the  cafu- 
tal  of  the  company,  with  this  very  important  excepticm,  that 
tiiere  was  no  need  to  stereotype  it  in  the  same  way. 

In  company  finance  it  is  convenient  that  the  c^tal  should 
have  a  great  measure  of  fixity.  It  may  indeed  from  time  to 
time  be  increased  hy  the  addition  c^  new  subscriptioDS  or 
formal  appropriations  from  profits,  or  be  decreased  by  snue 
rather  solemn  process  of  "writing  down."  But  the  whole  or 
most  of  the  convenience  which  is  obtained  from  the  use  of  tbe 
conception  would  be  lost  if  the  capital  was  continually  vary- 
ing with  every  fluctuation  in  the  money  value  of  the  stock  in 
trade  and  goodwiD  owned  by  the  company  minus  its  liatHli- 
ties.  Imagine  the  confusion  wbich  would  be  wrought  in  the 
payment  of  dividends  in  stock  exchange  dealii^  and  dss- 
where  if  the  capital  of  every  bank  and  railroad  were  adjusted 
every  six  months  or  even  every  year  on  the  principle  of  the 
1697  act  of  FarliamentI  The  capital  of  the  company,  scnne- 
times  called  even  now  the  "nominal  capital"  owing  to  the 
continuance  of  a  hankering  after  a  "real  capital,"  cannot  be 
frequently  altered  without  inconvenience.  But  an  individual 
has  no  such  need  for  a  "nominal  capital,"  because  he  has  no 
stock  at  shares  to  be  dealt  in,  and  no  aharehddera  aoHing 
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whom  profits  are  to  be  divided.  Consequeiitly  be  ia  more 
likely  to  think  of  tbe  capital  ia  bis  basinesB  as  the  moo^ 
value  of  tbe  atock-in-trade  and  goodwill  of  tbe  busineas  at  the 
moment  when  tbe  accounts  are  made  up.  If  it  ia  leas  than  it 
waa  last  time  tbe  accounts  weie  made  up  tbe  cf^ital  in  the 
buaineaa  is  less  by  the  amount  of  the  difFerenoe  and  vice  veraa. 
Thus  tbe  ca[Htal  of  tbe  merchant  or  manufacturer  came  to 
mean,  not,  like  the  capital  of  the  company,  a  stereotyped 
figure  having  some  biatorical  connection  with  tbe  amount  of 
money  originally  invested,  but  tbe  money  vahie  at  tbe  mo- 
ment <^  the  atock-in-4rade  and  goodwill  leaa  debta;  or  shortly 
the  aeaete  lees  the  liabilities. 

I  do  not  think  any  one  in  tbe  eighteenth  century  propoaed 
to  extend  the  conception  of  the  capital  of  tbe  merchant  or 
manufacturer  so  as  to  make  it  cover  tbe  whole  of  hia  assets 
less  the  whole  of  hie  liabilities  as  a  man.  It  waa  confined  to  so 
much  of  his  asseta  and  liabilities  as  belonga  or  appertains  to 
that  side  of  him  which  ia  merchant  or  manufacturer.  When  a 
company  is  formed  to  cany  on  a  buaineaa,  the  question  here 
involved  cannot  be  asked  with  r^ard  to  it.  The  funda  whidi 
it  employs  in  its  business  are  necessarily  separated  tiom  the 
rest  of  the  property  of  its  individual  membeis.  It  is  true  that 
the  separation  disappeara  if  the  company  is  one  with  "ua- 
limitedli&bility"andiain8olvent.  But  all  tbe  more  important 
of  the  old  ccKnpaniee,  like  all  modem  companiea,  had  limited 
liability;  and  after  all  solvency  is  more  usual  and  normal  tlian 
inaolvency.  So  the  capital  of  a  company  was  never  difficult 
to  distinguifib  from  other  property  owned  by  its  proprietors. 
But  when  an  individual  carries  on  business  on  bis  own  ac- 
count, there  is  no  corresponding  distinction  of  ownership 
between  property  belonging  to  bis  business  and  property  out- 
side that  business.  All  is  bis,  and  all  is  liable  for  all  hia  debts; 
miEJortune  in  business  may  deprive  him  of  bis  furniture  and 
dwelling-house,  and  extravagance  in  living  may  ruin  his 
bosinesB  by  depriving  it  of  necessary  funds.  Some  of  hia 
material  possessions  may  be  used  puUy  for  his  buaineaa  and 
partly  for  the  comfortable  maintenance  of  himself  and  hia 
family;  his  boose  may  be  partly  a  workshop  or  a  "front  shop," 
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his  carriage  or  oart  and  horae  may  scmietimeB  be  emidoyed  in 
the  bufiineea  and  sometimes  otherwise. 

The  difficulty  may  require  different  sohitions  according  to 
the  purpose  in  view,  but  it  is  always  possible  in  some  way  or 
other  to  dit>tinpii«h  the  caputal  in  the  business  from  tiie  rest  of 
the  man's  property.  If,  for  exami^,  the  purpose  is  to  diBCorer 
how  mudi,  if  aoything,  the  man  will  lose  by  abandoning  his 
buainesB,  we  mf^  divide  hia  house  between  its  two  usee  hj 
asking  how  much  a  house  to  live  in  would  cost  him  if  he  re- 
tired from  business,  subtract  this  from  the  selling  value  of  bit 
present  dwelling  and  shop  house,  and  say  the  ranainder  is 
capital  in  the  busineas.  For  answering  questions  about  the 
success  of  the  business  some  estimate  of  the  ci^ital  employed 
in  it  is  necessary  and  can  be  made,  iho  often  with  considenUe 
doubt. 

The  question,  irften  discuBsed  in  recent  years,  whether  U&d 
"is  to  be  inchided  in  coital,"  did  not  present  itself  so  Vsd%  as 
capital  was  thou^t  of  as  money  to  invest  or  as  money  whicb 
had  been  invested.  A  capital  of  £10,000  might  be  invested  in 
the  purchase  of  land  as  well  as  in  the  purchase  of  other  mov- 
able commodities;  no  one  would  think  of  then  reducing  its 
amount  to  £8,000  if  £2,000  of  it  bad  been  spent  on  buyiDg 
land.  In  the  case  (rf  a  company  the  semi-stereotyped  figure  of 
its  cfQ)ital  would  be  unaffected  by  any  subsequent  change  in 
the  value  of  the  land  bou^t;  in  the  case  of  an  individual  t»- 
valuing  his  poeseseions  from  time  to  time  chtuiges  in  the  value 
of  the  land  included  in  them  would  be  eitiier  ignored  or  recog- 
nised just  like  changes  in  Uke  value  of  other  thinp  —  scho^ 
times  the  land  would  be  put  "at  cost"  and  stxnetinies  at 
market  value.  We  must  remember  that  the  c^tal  was  al- 
ways conceived  as  ihs  money  invested,  not  as  the  thingi 
themselves  in  which  the  money  was  invested. 

As  for  the  application  of  the  term  to  the  affairs  of  the  na- 
tion, at  least  two  pre-Smithian  writers,  and  probably  odtus; 
summed  up  a  total  which  they  regarded  as  the  natitMud 
c^tal.  The  author  of  a  Ditamne  of  Money,  1696,  p.  198, 
talks  of  "  the  capital  stock  of  national  treasure,"  and  Andrew 
Hookfl,  in  his  Esmy  on  the  National  D^  and  National  CapibU, 
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1750,treatBthe  "national  capital"  aficonsieting of  (1)  "cadi, 
stock,  or  coin,"  (2)  "personal  stock"  or  "wrooght  plate  & 
buDioD,  jewele,  rings,  ftimituTe,  apparel,  afaipping,  atock-in- 
trade,  stock  for  consumption,  and  live-stock  of  coital,"  and 
(3)  "land  stock,"  "the  value  of  all  the  luida  in  tiie  Hngdom." 
Such  was  the  situation  when  Adam  Smith  took  the  tenn  in 
hand.  In  the  student's  notes  of  bis  Lecturea  it  only  occurs  on 
p.  248,  where  it  is  used  simply  of  a  sum  of  money  lent  as 
opposed  to  the  interest  paid  on  the  loan.  "When  a  sum  d 
money  is  lent  to  a  private  person,  the  creditor  can  come  upon 
the  debtor  vben  he  pleases  for  txith  capital  and  interest;  but 
it  is  not  on  this  footing  that  the  government  borrows  mon^; 
they  give  you  a  right  to  perpetual  annuity  of  3  or  4  per  cent, 
but  not  to  reKlemand  your  capital."  Such  anticipation  of  the 
doctrine  of  the  Wealth  of  NaHora  as  can  be  found  in  the 
Leduret  must  be  looked  for  in  the  passages  which  detd  with 
"Stock."  Bounties  are  condemned  because  "in  every  country 
there  is  in  store  a  stock  of  food,  clothes,  and  lodging,"  and  the 
"number  of  people  that  are  onplojred  must  be  in  proportitxi 
to  it,"  so  that  if  bounties  are  given  to  one  trade,  stock  and 
emp]f>yment  are  simply  taken  away  from  the  rest  (p.  181). 
One  of  the  great  causes  of  the  "slow  progress  of  opulence"  is 
the  difficulty  of  accmnulating  stock,  which  is  necessary  before 
labour  con  be  divided,  since  "a  poor  man  with  no  stock  can 
never  b^n  a  manufacture"  and  "before  a  man  can  ochh- 
mence  fanner,  he  must  at  least  have  laid  in  a  year's  provisicHi, 
because  he  does  not  receive  the  fruits  of  his  labour  till  the  end 
t£.  the  eeasiHi,"  so  that  "in  a  nation  of  hunters  fwd  shepherds 
DO  person  can  quit  the  common  trade  in  which  be  is  em- 
ployed"—  presumably  hunting  or  tending  ^eep — "and 
which  affords  him  daily  subsistence,  till  he  have  some  stock  to 
maintain  him  and  begin  the  new  trade."  The  savage  with 
"no  stock  to  b^inupon"  and  "not  so  much  aa  a  pick-am,  a 
spade,  or  a  riiovel"  to  aasist  him,  finds  the  very  greatest 
cUfficulty  in  getting  together  any  stock,  uid  "till  some  stodc 
be  produced  there  can  be  no  division  of  labour,  and  before  a 
division  of  labour  take  place  there  can  be  vety  little  accumu- 
lation of  stock"  (pp.  222, 223). 
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Want  of  security  against  intemiJ  disorder  and  extemil 
attack  forms  another  hindrance  to  accamulati<Ht.  Taxes  ca 
land  are  distinguished  from  taxes  on  stock,  wid  a  tax  on  stod 
is  condemned  because  it  require  discovery  of  "what  a  nun  is 
worth,"  so  that  presumably  we  must  understand  a  maa'B 
stock  to  include  sU  his  poeBessionB  other  than  land. 

In  Book  1  of  the  Wetdth  cf  NaUma  we  hear  very  little  of 
"ca[»tal,"  while  "stock"  is  playing  tin  same  imp(»tant  part 
as  in  the  Lecturu.  It  is  still  the  "profits  of  stock,"  not  "of 
capital,"  which  is  one  lA  the  tiiree  "conponent  parts  ttf 
price"  and  one  of  the  three  "original  sources  of  all  revenue" 
(p.M).  Chap.9is"0ftheProfiteofStock."  Except,  I  think, 
on  one  p^e  where  "the  capital  stock  <A  Htm  society"  and 
"the  capital  stock  of  Great  Britain"  suddenly  ^pear  as 
synonyms  for  "the  stock  of  the  country"  (p.  95),  "capital" 
is  only  used  in  relation  to  individual  businesses.  But  Uk 
[diysiocrata'  talk  of  "advances"  and  "capitaux"  and  thor 
doctrine  of  productive  and  sterile  labor  seem  to  have  made 
Smith  look  further  into  the  nature  of  stock,  with  the  result 
that  in  Book  2,  "Of  the  Nature,  Accumulation,  and  Em- 
ployment of  Stock,"  he  divides  the  stock  of  an  individual  and 
of  a  cumnunity  into  two  parts,  the  "capital"  and  tiie  "stock 
reserved  for  immediato  consumption."  This  indicates  a  very 
serious  departure  from  the  conception  of  capital  which  had 
hitherto  prevailed.  Instead  of  miLlring  the  capital  a  sum  d 
money  which  is  to  be  invested,  or  which  has  been  invested  in 
certain  things,  Smitii  makes  it  tiie  thinga  tii^nselves.  In* 
stead  of  being  a  sum  of  money  expended  on  the  acquisitiui  of 
stock,  it  is  part  of  the  stock  itself.  But  the  change  is  not 
pointed  out  to  the  reader  in  any  way,  and  Smith  was  doubtlees 
quite  unconscious  of  having  made  it.  He  constantly  drifts 
back  into  expressions  which  are  only  appropriate  to  the  (rfder 
conception.  Immediately  after  making  the  division  of  8to<^ 
into  capital  anA  notrcapital  he  says  that  "a  capital"  may  be 
"onployed  in  rusing,  manufacturing,  or  punjiaaing  goods 
and  selling  them  again  witii  a  profit."  Or  "it  may  be  tsat- 
ployed  in  the  improvement  of  land,  in  the  purdiase  of  useM 
matdunes  and  instnmients  of  trade,  or  in  such  liVft  tJiingn  u 
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yMd  ft  reveDue  or  profit  without  nhanging  masters,"  which  is 
just  what  mi^t  be  said  by  snyooe  with  the  old  and  still 
ordinary  conceptioD  of  capital  as  money  which  is  to  be  in- 
vested or  has  been  invested.  Similarly  a  little  lower  down,  the 
"price  or  value"  of  the  farmer's  laboring  cattle  fuod  instru- 
ments and  "the  whole  value  of  the  seed"  appear  a  part  of  the 
farmer's  capital,  altho  in  the  same  paragraph  the  things 
"a  flock  of  sheep  or  a  herd  of  cattle"  are  treated  as  them- 
selves the  capital. 

If  &nith  had  recognised  that  the  new  sense  nearly  equivS' 
lent  to  "stock-in-trade,"  which  he  was  attributiiig  to  capital, 
was  different  fnKn  the  old  well-established  Bense,  it  is  doubtful 
wiietlier  he  would  have  persisted,  and  it  is  certain  that  if  he 
had  eifJWF  not  made  the  change  or  had  explained  clearly  that 
he  was  making  it,  much  subsequent  confusion  would  have 
been  avoided.  But  that  is  uiother  story  which  cannot  be 
dealt  with  in  this  article. 

Edwin  Caiinan. 
Qaron>,  Enquhd. 
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EARNING  POWER  AS  A  BASIS  OF  CX)RPORATE 
CAPITALIZATION 

Thib  article  is  written  with  a  definite  purpose.  Its  object  a 
to  show  tJiat  a  certain  widely  accepted  principle  of  corptsa- 
tion  finance  —  the  principle  that  capitalisation  should  be 
based  on  earning  capacity  rather  than  on  actual  coet  —  is  not 
only  unsound  in  tiieoiy  but  is  also  vicious  in  its  practical  ap- 
{dication.  None  of  the  points  to  be  adduced  in  suppcni  of  Qm 
view  are  original  with  the  author.  At  one  time  or  another  they 
have  all  been  noted  implicitly  or  exfdicitly  by  earlier  writers. 
Yet  tbey  have  never  been  presented  with  sufficient  emphasiB 
to  carry  conviction,  if  one  may  judge  from  the  fact  that  Uie 
"earning  power  basis"  not  only  pendsts  among  recent  text- 
book writers,  but  is  accepted  by  them  uncritically,  without 
even  an  attempt  to  meet  the  aiguments  that  can  be  urged 
against  it. 

Before  considering  the  earning  power  basis,  let  us  first  note 
its  alternatives.  Two  other  possible  bases  are  usually  men- 
tioned by  writers :  actual  coat  of  assets,  and  replacement  cost. 
To  illustrate  tiie  three  different  possibilities,  let  us  assume 
(he  case  of  a  corporation  whose  property,  save  for  a  n^^igiUe 
amount  of  cuirent  assets,  consists  entirely  of  buildings  and 
grounds  that  were  purchased  in  1910  at  a  cost  of  one  million 
dollars.  At  the  present  time,  in  view  of  hi^er  prices  and 
appreciation  in  Uud  vahiee,  the  coet  of  reidacing  that  iHt>p- 
erty  would  be  two  million  dollars.  But  the  company  is  very 
prosperous  and  gives  assurance  of  earning  an  average  net 
income  of  1200,000  per  year.  Capitalising  this  inctHoe  at  a 
nominal  rate  of  interest,  say  5  per  cent,  one  anivefi  at  four 
million  dollars  as  the  present  value  of  the  enterprise  as  a  going 
concern.  In  a  case  like  this,  it  makes  a  deal  of  differmce 
which  of  the  above  three  bases  is  to  be  accepted  as  the  test  of 
the  proper  amount  of  security  issues.  On  the  basis  of  actual 
coet,  the  limit  is  one  million  ddlars;  on  the  basis  of  replace- 
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ment  cost,  it  ia  two  nuUion  dollare;  while  on  the  basis  of  eam- 
ing  power,  a  capitalization  of  four  nuUioos  is  pemuBsible. 

Of  couise  the  relationship  assumed  in  the  above  figuree  is 
only  hypothetical.  Often  capitalized  earning  power  would  be 
less  than  actual  cost  or  replacement  cost.  A  capitalisation 
based  on  an  estimate  of  earnings  is  not  necessarily  a  hig^ 
capitalization;  that  is,  it  is  not  necessarily  high  in  theory, 
ahiko  it  is  almost  invariably  high  in  practise,  owing  to  the 
extremely  liberal  estimates  of  eamii%  power  made  by  finan- 
ciers. 

With  this  introduction,  let  us  consider  the  reasons  that  are 
presented  in  defense  of  the  earning  power  basis  of  capitalisa- 
tioo.  All  supporters  of  this  basis  use  the  same  general  line  of 
defense,  but  no  one  has  stated  the  case  more  clearly  and  un- 
compromisingly  thfm  has  Lough  in  his  volume  on  Bunneas 
Finance.^  We  shall,  therefcve,  find  it  convenient  to  analyze 
Lough's  argument,  as  fairly  representing  the  position  of  those 
who  accept  the  earning  power  standard. 

Lough  b^ins  his  discussion  by  stating  that  "The  question: 
'What  is  the  right  basis  of  capitalization? '  is  almost  identical 
with  the  question:  'What  ia  the  best  measure  of  wealth?' " 
In  other  words,  a  compai^  is  properly  capitalized  when  the 
par  vahie  of  its  outstanding  securities  corresponds  roughly  to 
the  actual  value  of  the  assets  that  these  securities  represent. 
If  we  accept  this  position,  our  problem  is  then  sim{de :  it  is  to 
find  i^e  best  measure  of  the  value  of  the  assets.  Is  this  best 
measure  original  cost?  Certainly  not;  for  if  a  corporation  can 
earn  little  or  notiuDg  for  lie  security  holders,  what  matters  it 
that  its  physical  property  may  have  cost  many  niilliona  of 
dollars?  Aside  from  bare  soap  vahie,  assets  are  worth  only 
what  they  will  earn,  and  not  what  they  may  have  cost.  But  if 
we  rule  out  original  cost,  how  about  cost  of  repUcement? 
£ven  this  basis,  according  to  Lough,  would  not  be  satisfao- 
tory:  for  it  does  not  correct^  measure  value.  While  it  may 
fairly  indicate  the  value  of  the  tangible  assets,  it  does  not  take 
account  of  intangible  values.  "To  every  piece  of  property 
there  attaches  a  certain  intangible  value.  A  man  running  a 

■  WlUun  B.  Loofb.  BMhm  nouna  (N«w  ToA.  1«T),  obp.  tHL 
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BQcoeflsful  retail  ebop  would  not  be  willing  to  part  witli  it, 
otdinarily,  in  exchange  for  another  shop  which  was  just  as 
weQ  fitted  up  and  carried  the  same  Btock  but  which  h&d  been 
unaueceBsM.  ...  It  is  possible  —  at  least  theoreticailjr — 
to  reproduce  phjraieal  assets,  but  it  is  impossible  to  reproduce 
goodwill,  oiganiiation,  prestige,  and  the  like.  Hence,  the 
attempt  to  measure  wealth  by  figuring  the  cost  of  reproduong 
properties  breaks  down  as  soon  as  we  b^in  to  measore  the 
value  of  intangible  asseta." 

Following  the  above  line  of  reasoning,  Lough  is  led  to  cott- 
dude  that  the  correct  measure  of  value  ia  eaniing  power.  "If 
we  take  into  account  not  merely  current  "^mifgH  but  alao 
potential  earnings,  then  we  have  here  a  measure  of  wealtii 
which  must  be  a  true  and  satisfactory  measure.  After  aQ,  in 
buying  proper^  for  businees  reasons,  what  do  we  buy?  Not 
merely  so  mudi  real  estate  or  so  many  articles.  We  are  buy- 
ing income." 

Lough  concludes:  "If  the  answer  that  earning  power  is  the 
best  measure  of  wealth  is  granted,  and  if  the  propoeition  that 
'oaiHtalisation '  of  an  enterprise  is  an  approximate  estimate  of 
its  wealth  is  aeoepted,  then  it  would  seem  to  follow  that  the 
correct  basis  of  'capitalisation'  is  earning  power.  This  ao- 
Bwer,  however  simple  and  sound  it  may  appear  to  us,  is  not  a 
{»inoiple  of  the  law  governing  corporations,  which,  on  the 
contrary,  assumes  that  investment  is  the  only  correct  basis  of 
eapitaliiationv' ' 

Tlw  argument  as  stated  by  Lough  is  delightfully  clear  and 
simple,  and  its  logic  seems  impregnable  if  we  accept  its  two 
premises  —  (a)  that  capitalisation  should  oorreepond  to  the 
actual  value  of  the  assets,  and  (b)  that  this  value  is  measured 
by  the  earning  capacity  of  the  enter^oise.  But  con  we  accept 
the  premises?  Let  us  consider  first  the  second  —  that  value  is 
measured  by  earning  power. 

This,  in  the  approximate  sense  in  which  it  is  meant,  is 
doubtleaa  correct.  The  fact  that  other  factors  than  present  v 
expected  eamir^  are  of  influence  iu  determining  vohie  merdy 
qualifies  without  destroying  the  truth  of  the  statement.  But 
one  should  take  careful  note  that  if  ^wmirig  power  is  to  be 
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accepted  as  a  measure  of  value,  this  earning  power  must  be 
estimated  and  capit&llwd  at  whatever  figure  is  determined  \yy 
^M  niaiket.  For  value,  in  the  eoonomio  sense,  is  simply  mar- 
ket valae.  It  is  the  vahiation  which  the  investing  public 
[daces  upon  a  particular  property.  In  malting  such  a  valua- 
tion, the  public  will  have  its  own  ideas  of  future  earning  power 
and  will  capitalise  those  expected  earnings  at  a  rate  of  interest 
depending,  among  other  tiiii^,  on  the  element  of  rijdc  in- 
volved. In  short,  if  one  is  really  serious  in  aaserting  that 
capitalisation  should  repreeent  value,  one  must  accept  the 
conclusion  that  the  total  par  value  of  outstanding  securities 
should  not  exceed  t^ir  market  value.  Of  course,  merely  to 
state  this  condition  is  to  indicate  tliat  the  advocates  of  the 
earning  cs^tadty  basis  do  not  really  want  to  base  capitalisa- 
tion on  vatue.  In  practise,  they  would  estimate  future  earn- 
ings at  a  very  liberal  figure,  and  then  they  would  capitaliie 
this  figure,  not  at  the  market  rate  of  interest  —  which  would 
be  high,  owing  to  the  great  risk  in  a  new  enterprise  —  but 
rather  at  some  conventional  rate  such  as  5  or  6  per  cent. 
The  resulting  capitalisation,  of  course,  does  not  represent 
value  at  all.  At  best  it  reiKesente  what  the  promoters  hope 
that  the  value  may  sometime  be.  More  likely,  it  is  a  pure 
fiction. 

But  let  us  overlook  this  discrepancy  between  the  theory 
that  capitalisation  should  represent  value,  and  the  praeHw  of 
issuing  securities  in  exoeae  of  the  real  value.  What  about  the 
theory  itself  —  the  principle  that  capitalisation  should  repre- 
sent the  value  of  the  assets?  This  assumption  is  stated  by 
Lough  and  others  without  any  attempt  at  justification.  Ap- 
parently it  seems  to  them  self-evident,  not  even  requiring  to 
be  proved  to  the  uninitiated  reader.  But  as  a  matter  of  fact, 
is  it  leaUy  so  obvious  wid  necessary  an  assumption?  Is  it  not 
based  rather  on  a  disregard  for  some  of  the  most  fundamental 
principles  tA  accounting?  The  fallacy  in  the  assumption  —  at 
least  what  seems  to  tlie  [Kesent  writer  to  be  a  fallacy  —  lies  in 
the  failure  to  bear  in  mind  that  capitalisation  is  not  an  asset  at 
all,  and  is  not  even  a  measure  of  total  aesets.  It  is  rather  the 
-sum  of  the  fixed  liabilitiee  (tbe  outstanding  funded  d^ts)  and 
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a  certain  part  of  the  proprifltorahip  —  c^tal  stock.  TbeK 
two  accounts  are  found  on  the  ri^t  aide  of  the  balance  sheet, 
and  they  seldom  alone  equal  the  value  of  the  assets  as  noted 
on  the  left-hand  side.  The  difference  between  amets  and 
capitalization  is  roistered  in  the  various  surplus  and  de&cit 
accounte.  To  assume  that  capitalisation  is  a  measure  of  the 
value  of  the  property  is  to  overlook  the  fact  that  c^tal  stock 
does  not  alone  re|n«eent  the  total  proprietorship  and  hence 
does  not  indicate  the  total  net  assets.  What  it  does  represent 
is  "capital"  as  distinct  tnan  surplus,  the  capital  being  the 
amount  that  must  be  retained  in  the  business  and  the  stutdus 
being  the  amount  that  may  be  drawn  upon  tar  dividends. 
Capital  stock  may  thus  be  compared  to  a  low-water  point  on 
a  boiler;  it  no  more  represents  the  value  of  the  assets  than 
does  the  low-water  point  measure  the  actual  amount  d 
water  in  the  boiler.  It  simply  fixes  a  limit  below  which  assets 
must  not  be  distributed  in  dividends,  a  point  fixed  by  law  at 
the  amount  of  capital  actually  contributed  by  the  share- 
hdders. 

If  tiioee  who  inost  that  capitalization  is  a  measure  of  value 
were  really  prepared  to  accept  the  logic  of  their  podtitm,  th^ 
would  be  forced  to  hdd  that  any  material  change  in  the  value 
of  the  property  should  be  acccmipanied  by  a  corresptmding 
change  in  nominal  capitalization.  Of  course,  such  a  position 
is  untenable.  Value,  whether  measured  directly  by  stock  and 
bond  quotations  or  indirectly  by  earnings,  is  constant^ 
changiog  with  the  ups  and  downs  of  the  business.  This  year 
it  is  low;  nect  year  it  may  be  bi^;  the  following  year  it  may 
again  be  low.  To  cfaiuige  the  par  values  of  outstanding  securi- 
ties so  as  to  make  them  correspond  to  the  shifting  pn^j^ty 
value  would  be  quite  out  of  the  question  from  a  practical 
standpoint,  even  if  it  were  desirable  in  theory —  which  it  is 
not.  Defenders  of  the  earning  power  basis  recognize  this 
difficulty  and  therefore  do  not  attonpt  to  carry  their  thetxy 
to  its  logical  conclusion.  Instead,  they  {oopoae  sim^dy  that,  at 
the  outset,  an  estimate  of  value  based  on  ww-rnine  poww 
should  be  made,  and  that  this  estimate  should  d^iomine 
onoe  for  all  —  or  at  least  for  a  \ong  time  —  the  capitalizatun. 
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But  this  c(HioeeaoQ  is  fatal.  For  it  deetroys  the  entire  force 
of  tiie  argument  that  the  value  of  the  property,  aa  something 
distiiict  from  the  cost,  diould  be  taken  as  the  basis  of  capital!- 
satioD.  It  ia  only  after  a  l^ise  of  time  that  a  discrepancy 
ordinarily  arises  between  the  value  of  aflsets  and  their  coetfl. 
At  the  outeet,  sound  accounting  would  not  sanction  a  valua- 
tion at  a  hij^r  figure  than  the  actual  costs.  Only  after  tiie 
baednesB  has  developed  a  goodwill  or  a  surplus  from  rein- 
Yested  earnings  can  there  be  adequate  ground  iat  holding 
tbait  tiie  value  of  die  property  exceeds  the  price  thalt  has  been 
paid  for  it.  Hence,  the  notion  thfdi  value  as  distinct  from 
original  cost  should  be  the  basis  of  ca[ntalisation  collapses 
«4ken  it  is  admitted  that  capitalisation  cannot  be  shifted  to 
oonespond  to  a  fluctuating  value.  Critios  of  original  cost  as 
the  basis  of  capitalization  have  objected  to  it  on  the  ground 
U»t  it  soon  beoomeB  out  of  date  —  that  it  represents  a  mere 
historical  fact  instead  of  a  preeent  concktioQ.  In  this  reepect, 
however,  the  earning  power  baaiB  has  no  better  claim  to  favor 
tium  does  its  rival,  original  coet.  Indeed,  the  chum  of  the 
former  is  not  so  good,  for  whereas  original  cost  is  a  historical 
fact  of  real  aigmficance,  ati  out-of-date  estimate  of  earning 
power  ia  of  little  or  no  consequence. 

It  would  be  interesting,  and  perhaps  illuminating,  to  dis- 
cover how  this  fallacious  notion  that  capitaliaation  should 
represent  the  value  of  the  assets  has  been  accepted  so  uncriti- 
cally by  writers  on  corporation  finance.  One  may  conjecture 
that  a  partial  explanation  lies  in  a  conf  uaion  between  partner- 
ship accounts  and  corporation  accounts.  In  a  partnership,  no 
distinction  ia  made  between  the  capital  contributed  directly 
by  the  partners  and  the  surplus  from  reinvested  earnings. 
Both  amounts  are  covered  in  one  general  account  on  the  lia- 
bilitiee  side  of  the  balance  sheet  —  "proprietorship."  This 
proprietorship,  since  it  represents  original  capital  plus  surplus 
or  minus  deficit,  is  therefore  an  actual  measure  of  the  net 
assets;  that  ia,  it  represents  the  difference  between  the  value 
of  the  asaeta  and  the  amount  of  the  debt.  But  with  corporate 
accounts  it  is  different.  Here  there  is  no  single  proprietorship 
account.  A  distinction  is  made  between  ci^Htal  contributed 
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'tis  sharebddere  aod  suti^DS  from  retitv«8ted  ewniingt.  It  ia 
only  by  adding  sunduB  to  capital,  ta  \fy  deducting  deficit 
from  capital,  that  one  arrivefi  at  the  net  value  of  the  coipcnte 
aeaete.  If  cOTporate  uRmingft  increase,  if  the  value  of  the 
aaeete  rises,  this  fact  may  be  shown,  not  by  a  credit  to  ca{Ktal 
stock,  but  rather  by  a  credit  to  euri^uB.  If  aesets  dedine  in 
value,  the  fall  is  roistered,  in  the  absence  of  a  lecngaaiiatim, 
not  by  a  reduction  in  capitalization  but  by  a  reduetioa  of 
sorplua. 

To  many  practical  men  of  affairs  the  foregoing  objeetioua 
to  tiie  earning  power  basis  would  seem  h(q>de8Bly  thetHetica]. 
Admitting  all  that  has  been  said  about  the  f  aflure  of  this  basis 
to  square  with  strict  accounting  theory,  they  would  hold  that 
as  a  practical  business  matter,  earning  power  ia  the  mHy  sen- 
siUe  measure  of  proper  capitaliiaticm.  For  is  it  not  eantinff, 
present  and  prospective,  that  determine  the  value  to  investoia 
of  their  securities?  To  this  question  the  reply  is  that  eamingi 
certainly  do  largely  determine  the  vahie  of  the  shares,  but 
that  it  does  not  follow  that  such  a  value  should  be  r^^etered 
in  the  nominal  c^taliiation,  in  the  par  value  of  tiiesecuritks. 
For  what  proper  object  ia  there  in  malting  par  vahiee  icfse- 
sent  market  values,  or  earning  power?  llieee  two  it^na  can 
be  seen  simply  by  noting  the  market  quotations  tm  the  stock 
and  the  reported  anniuil  earnings  of  the  o<nnpany.  It  would 
be  useless  to  attempt  to  register  this  market  value,  or  to  cajM- 
talize  these  eamingB,  in  the  form  of  a  stated  par  value  di  the 
shares.  And  in  any  event  the  att«»pt  is  sure  to  be  a  vain  one, 
for  par  values  axtt  relatively  fixed,  while  market  values  and 
earning  capacity  are  constantly  fluctuating. 

But  if  the  earning  power  basia  of  oapitaliaation  is  both  un- 
sound in  theory  ^id  impracticable  in  application,  why  is  it  so 
generally  supported  by  American  fimnciers?  Tbe  answer  is 
fairly  clear:  it  is  that  the  earning  power  basis  of  ci^italiiation 
gives  promoters  the  opportunity  to  set  the  nominal  capital  at 
whatever  figure  they  think  will  give  the  securities  their  hi^^Kst 
market  value.  One  of  the  strai^  but  well  recognised  i^ie- 
nomena  of  tiie  financial  market  is  that  an  enterprise  capital- 
ised at  a  liberal  figure  is  very  apt  to  seem  more  valuaUe  to  the 
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m-Testiug  public  than  would  Uiat  very  eame  enteiprise  if  capi- 
talised at  a  lower  amount.  The  "magic  of  par  value"  often 
has  a  decided  influence.  Am^can  promotere  are  past  masters 
in  the  art  of  taking  advantage  of  this  preference  for  a  large 
naminal  amount  of  stocks  and  bonds.  And  in  this  game  their 
best  ally  is  the  highly  saQctioned  tiieory  that  capitalisation 
should  property  be  determined  by  earning  power.  For  by  esti- 
mating future  earnings  at  an  extravaguit  figure  and  then  l^ 
capitalising  these  earnings  at  a  very  low  rate,  the  promoters 
are  able  to  justify  an  issue  of  securities  far  in  excess  of  the 
actual  cost  of  the  property. 

Of  course  it  may  be  argued  by  supporters  of  the  earning 
power  basis  that  this  inflation  of  capitalisation  beyond  the 
reasonable  value  of  the  property  condemns  merely  the  abuse, 
butnottheproperuse,  of  the  principle.  As  a  practical  matter, 
however,  tiiis  defense  carries  little  weight.  It  is  idle  to  expect 
that  promoters  wid  bankers  who  are  personally  interested  in 
putting  a  hi^  valuation  on  their  properties  will  make  a  con- 
servative and  impartial  estimate  of  the  earning  power  of  their 
enterprise.  Even  when  they  are  honest  —  and  honeety  is  a 
relative  term  —  they  are  almost  sure  to  be  overoptimistic; 
tliat  is  their  nature.  The  fact  ia  that  earning  power  (i.  e.,  pro- 
qtective  earning  power)  is  largely  a  matter  of  conjecture. 
There  can  be  no  adequate  objective  tests.  And  to  expect  a 
conservative  capitalisation  to  be  set  up  in  the  absence  of 
objective  tests  is  simply  Utopian. 

As  to  those  finandets  who  make  no  effort  to  find  a  tlieoreti- 
cal  defense  of  their  methods  of  determining  capitalisation,  but 
who  more  or  less  frankly  issue  whatever  amounts  of  stock  will 
give  their  holdinfp  the  best  martet,  nothing  need  be  said  in 
this  place.  All  that  is  here  insisted  upon  is  tiiat  such  practise 
should  not  be  allowed  to  seek  shelter  —  as  it  has  done  in  the 
past  —  under  a  "theory"  of  o^italization  that  is  said  to  have 
the  support  of  "sound  economics."  ^  Is  it  unfair  to  s 
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that  Uioae  writen  cm  coipor&tion  finaoce  wlio  have  afforded 
mich  a  shelter  ehould  hold  themselves  at  least  in  some  ali^t 
measure  responsible  for  the  notorious  prevalence  of  inBatioD 
to  American  corporation  finance? ' 

So  much  space  has  been  devoted  to  a  oiticism  of  the  earn- 
ing power  basis  of  capitalization  that  ihete  is  no  opportuni^ 
here  to  discuss  at  length  the  otiier  possible  bases.  The 
writN-'s  position  will  be  inferred  from  the  very  objections  that 
he  has  urged  against  the  earning  power  principle.  Briefly  it  is 
this :  since  capitalization  is  a  measure  of  liabilities  rather  than 
of  assets,  it  should  equal  the  principal  of  the  funded  debt  plus 
the  amount  of  capital  actually  subscribed  for  by  shareholden. 
This  is  the  orthodox  theory.  Its  merit  is  the  simple  one  d 
truthfulness,  for  it  requires  that  the  par  value  of  a  share 
oball  mean  just  what  it  purports  at  law  to  mean  —  namely, 
the  actual  contribution  made  by  the  shareholder. 

Doubtless  it  is  often  impossible  for  a  corporation  to  mar- 
ket its  shares  at  par.  Until  recently,  corporations  under 
such  circumstances  were  probably  justified  in  iawiing  "full 
paid  "  shares  at  a  discount.  But  this  excuse  is  no  longer  geo- 
eraUy  vaUd.  For  it  is  now  possible,  under  the  laws  of  maiqr 
states,  to  issue  shares  of  stock  without  par  value  and  thus  to 
avoid  the  necesedty  of  marketing  shares  at  a  discount.  The 
very  fact  that  such  a  practicable  altAmative  now  exists  should 
make  governmental  authorities  and  courte  far  more  rigid  than 
Utey  have  been  in  enforcing  the  liability  of  stockholders  to 
make  full  payment  for  their  subscriptions  as  represented  by 
the  par  value  of  their  shares. 

Jakes  C.  SottBBumr. 

COLOUBU  nNtTKBSrFT. 

wdtlwUln^udtliaptaiiioMnitOlralianaeootraUinc&iajafitr-''  FlnuidBl  PdHiv  ■< 
Ovlxntlont{I<»)),Tol.ii.p.6a.  Whlls  mur  will  Botba  abkto  wn^ttlMpriBalpli 
ttet  omitaliHtlDn  dicnild  b*  k  nwa  BetiDB.  tbv  viU  admit  that  a  la  Ch  batta  fnnUr 


ol  oqiitaliiBtloD  ia  not  aotiial  aoat  but  MRdnc  IK 
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WnUAM  BENBOW  AND  THE  ORIGIN  OP 
THE  GENERAL  STRIKE 

Rbcbnt  8cb<daTBbip  has  shown  that  the  idea  of  the  general 
strike  as  a  means  to  political  rerdution  did  not  originste 
vith  f^nch  syndicalism,  but  arose  as  an  incident  in  the  bitter 
struggle  of  the  British  workingman  for  economic  and  pditioal 
power,  during  t^e  Chartist  period.^  It  has  been  established 
that  the  concept  held  an  important  place  in  CSiartbt  ideology 
and,  under  the  titles  of  the  "Sacred  Month"  or  "National 
Holiday,"  became  for  a  time  the  central  feature  of  the  move* 
ment.  The  ori^  of  the  idea  has  generally  been  associated 
with  one  William  Benbow.'  A  coomderation  of  the  very 
scanty  bic^raphical  material  available  concerning  Benbow  ia 
of  interest,  both  because  it  throws  some  light  upon  an  im- 
portant if  obscure  actor  in  the  events  of  that  period,  and 
because  it  gives  a  basis  for  estimating  the  extent  to  which  he 
may  be  considered  the  real  originator  of  the  general  strike 
idea. 

William  Benbow  was  bom  in  1784,*  probaUy  somewhere  in 
the  vicinity  of  Manchester.*  At  the  age  of  twenty-four  he 
bad  eetablished  himself  as  a  non-conformist  preacher,*  ap- 
parently of  the  Quaker  sect,*  at  Newton,  a  suburb  of  Mw- 

>  Mosna  d  tbe  nnt  Intaiutkul*  is  18BS.  SanHIra,  lo  GHr*  Ototnla  da  Bob«rt 
OwM,  Boidwax,  1018,  p.  10. 

•  OL  Bav,  Hhtav  el  Briikh  BoaUtam,  loidiiii,  IftM,  nL  I,  pp.  SI«-«IS;  vol  fl. 
pp.BIff.  W«t,mrtarr<'U>ChMtMlfof«iwBt,N*«ToA,J9ao.pp.«B-TD;Ba>TA 
Tb»  CiMftM  HoTraMot.  loxUm,  191B,  pp.  1S8  ud  161,  IW;  BomI,  PnpaMd  Bm* 
toriMdom,N«>YoA,lBie,p.Tl.foofaw(s.  Ba^-i  uacnmt  li  tWmt  »d»qyll»  and 
hm  b«D  iHsvIr  dnn  mnu  In  thb  aota. 

■  aawuHyMnoldwlM&soiidaniMdforndttiaoBtCliwtarliiUW.  H.0.1«> 
Itea  Book,  fli/e  ICtrnttm),  April  10,  IBM. 

'  H»wwto>wlwri>rfM»MbMt«ln  1808 (ol.amaoto),«ad win  VlwnThatm 
i>U17.  BwraoaiMtanattathawMbcnlaloDdcnL 

•  H*«MpnMUvlD>dMp«latN«itaa«faMth*r(iiiotthapHtaliitenh"M 
k  with  ■  tnmndoa  anA."  Botew,  CHm«  oI  th*  OkeT.  "Loaiaa,  lOS,  p.  80. 
Aanvdina  to  UaHiMtT  ol  Nawfam  Chwi(iT>  thii  awt  oeonmd  od  Soadkr.  Uar  1. 

Icio  wUfa"  >  div^nitoUi  dww 
"Him,"  Bnbaw,  CoMnUp 
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duster.  It  ia  piob^de  that  he  wu  then  earning  a  part  fd  bit 
liviiig  as  a  shoemaker;  at  all  events  this  was  ibe  occupation  be 
gave  as  his  calling  toward  ibe  end  of  his  life.'  By  1817  he  had 
moved  to  Manchester,  and  had  married.  Eb  was  by  this 
time  an  active  worker  in  the  radical  movements  tliea  agitating 
northern  England.  He  attended  a  meeting  in  the  "Crmni 
and  Anchor"  in  London,  as  a  "delegate"* and  —  accwding 
to  the  evidence  of  a  government  spy  —  was  engaged  in  the 
manufacture  uid  sale  of  pikes  for  use  during  anned  insuneo- 
tion.*  During  the  excitement  following  the  call^»e  oi  Urn 
so-called  "Manchester  Insurrection,"  and  [veoeding  the 
abortive  Nottingham  uprimng,  Benbow  was  arrested.  Ap- 
parently the  machinations  of  government  airies,  sinular  to 
those  carried  on  1^  the  notorious  "Oliver,"  were  partially 
respcatsible  for  Benbow's  misfortune.*  Benbow  was  taken  to 
the  Cold  Bath  Fields  House  <^  Correction  in  London,  where, 
after  an  interview  with  Lord  Sidmouth,  in  which  the  HcHoe 
Secretary  promised  him  a  "fair  trial,"  he  was  confined  tor 
Bsvexei  months.  Eventually,  he  was  (presumably)  tried  and 
released,  peiiuq)s  under  the  preaeure  brought  upon  the  au- 
thorities by  Hm  revelations  conoeroing  the  government  spy 
system,  which  had  intervened  between  Benbow's  arrest  and 
release.* 

Shordy  after  his  return  to  Manchester,  Benbow  put  out 
bis  first  publication  —  a  pamphlet  entitled,  CenaonAip  Ex- 
poaed.*  Besides  two  more  or  leaa  personal  letters  to  his  wife, 
Benbow  put  in  Ms  pamphlet  a  long  letter  to  Lord  Sidmouth, 


Ct  Ovural  HtftK-M  obHTTBtlciii^  onotMl  tn  W«t,  op.  ■«.,  p.  US. 
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aO  dealing  vith  Hw  circumstonoes  <^  his  imprisonment,  and 
aO  containing  hl^flown,  nunUing  tirades  against  "iyv 
aniqr"  and  "deflpotiBm."  The  grammar  and  spelling  are 
erode,  suggeating  the  woi^  of  a  self-educated  worionan;  but 
there  ia  a  ronarkable  vehemence  and  forcefulsess,  and  a  sur- 
prising  riohness  of  metaphor  and  allusioD.  The  craditiee  drop 
oat  in  later  writings,  while  the  good  features  of  the  style  are 
further  developed;  ihe  diejoitited,  unrestrained  chajacter, 
however,  remains  through  all  of  Benbow's  writing.* 

Apparently,  the  rigoroua  repressiTe  policy  pursued  l^  the 
liverpool  Ministry  damped  the  ardor  of  Beabow,  as  ot 
others,  for  poHtical  "reform,"  *  and  he  turned  his  energies  to 
another  field  of  agitation,  in  a  place  where  his  former  aasooia- 
tiona  might  not  be  known,  liie  new  scene  of  his  endeavoia 
was  London,  where,  about  1821,*  he  undertook  the  serial 
publication  of  a  large  number  of  scandal-mongering  aneo- 
dotea  directed  against  the  Chturoh  of  Blngland.  Benbow  him- 
self published  ths  work  as  a  bound  volume  in  1823,*  adding 
ui  appendix  presenting  a  detailed  t^ulation  of  "plural" 
livings  of  eatabliiifaed  dergymen  in  Ireland,  which  must  have 
taken  a  prodigious  amount  of  work,  and  certaLoly  not  a  little 
ability.*  Whether  for  his  utterances  against  the  cle^y  or  for 
srane  other  reason,  Benbow  went  to  prison  for  a  second  time 
in  1821.* 

The  book  bears  the  inscription  of  "Benbow,  Printer  and 
PuUisher,  Bjrron's  Head,  Castle  Street,  Leicester  Square"; 
and  a  contemporary  directory  indicates  that  Benbow  was  a 

■  Sm  qoMtloi  lalnd  H  to  Bmbow^i  oomplM*  nnitr.  bdow. 

■  PL  C^tM.  Hlrtocy  at  »ii«hiiil  iirt  QrmUK  Britain.  Hww  Tgfc,  IBM,  pp.  aWt-STI. 
'  Om  "utMa"  k  dUad  tr«m  On^t  BKoh  Pikm,  Vv  7,  IBII. 

MttetUwMMitallrirablUMd  k  lofmatU:  dUhnot  pute  of  tte 
I  "arthlM";  th*  Britiih  HoMum  ooiv  oobiM*  of  dUfmBt  v*da 
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beokaBDer  m  w^  u  a  puUisbra-.^  Otber  publioatiooB  btoa^ife 
oat  by  him  from  the  "  Bynm's  BJead  "  included  a  reprint  of 
Byron's  "Don  Juan,"'amunber  ctf  "rdigiouB  tracts"  and  a 
"periodical  work  in  defense  of  the  state,"  *  as  wdl  ae  parts  ol 
aD  uDSuthuiied  edition  tA  Soutliey's  rerdutifHiaiy  poena, 
"Wat  T]^."*  The  latter  prompted  a  virulent  open  letter 
from  Soutii^,  directed  at  B^bov,  in  whidi  his  boc^-eht^  is 
called  "(MK  of  thoae  preparatory  soboola  for  the  brothd  and 
the  gallowB,  where  obeoeoity,  sedition,  and  bla^dteoiy  an 
retailed  in  drams  for  the  vulgar."  *  Benbow's  next  w<^  A 
Seourge  for  ike  Laureate,  is  a  pamphlet  issued  in  rei^  to 
Soutibey's  attack,  and  is  reUtively  restrained  and  dignified. 
The  author  sarcastically  reminds  Southey  of  his  "i^xwtasy" 
from  the  revolutionary  fervor  of  his  "Wat  Tj^"  to  the 
lucrative  oonservatism  of  the  laureateship;  he  also  takes 
pains  to  insist  upon  his  devotion  to  religi<m. 

Benbow's  next  puUioation  was  his  Qrand  National  Eatidai/, 
in  which  his  theory  of  the  general  strike  was  promulgated. 
It  was  published  eariy  in  1832.'  There  is  uncwtaiaty  c(»> 
oeming  the  cirounutances  of  Benbow's  life  at  this  time,  bat 
it  is  probable  that  he  was  supporting  hims^  as  a  shoe- 
maker,' and  lodging-house  keeper,'  while  giving  a  generous 
proportion  of  his  time  to  agitation.  It  is  possible  that  he  was 
for  a  while  proprietor  of  a  Fleet  Street  coffee  house.*  What- 

'  FInDt'i  LondoB  CoBUMrrfd  DtnoMry,  LondoB,  IS2S-31. 

■  Bt^ow,  A  Baoart*  for  Uw  I««imU,  UnHlon.  18S6  (T),  pp.  tS,  17. 

«  Wia  WUHuB  Cuius,  ■asonlli«  to  Bav,  19.  dt.,  p.  SIE.  Tha  fiiitUi  ITiiiiiii 
iiM*'™  >  Bopr  of  On*  pots  pubUBhad  br  Cailila  afaoat  tUt  tba»,  but  no  ufaauaa  ts 
Baibow  appMi*  OB  lU  titla  paoaa. 

>  TtM  UtUa  appMnd  In  tU  Coinitr  tia  Oaaambar  IS,  ISM,  and  I*  nvdntid  ia 
part  In  Baabow,  loo.  alt 

■  "  ma  ^LTlipiibllabad,  pile*  Set,  Baobow'aanBdNatiaMaBalidaT."  Poor  IbB^ 
Ooaidaa,  J*aii«7  18, 1SB3. 

>  WbBt  aaama  la  ba  a  malBt  el  Ua  Onnd  National  HoUdar.  la  adnrtfaad  !■  A* 
Poor  Ifao'a  OoaidiaD  tor  Vaj  17,  ISU,  aa  "  br  a  JoanNraaa  Bootaukar." 

•  "An  dM  lodcB^  bwb"  im«  takaa  br  >  "taivtbBw."  mbsn  of  Um  Vmt^a, 
Ji^  S4, 188>. 

•  TUa  k  tha  joarfnitBfi  diawn  br  Baj,  ap.  «tt,  p.  il\  —d  br  Wait,  op.  dt,  >.  M. 
(CBD  Iba  last  that  tba  Onnd  Natiaaal  Edidv  i*  mtttu  from  "Tha  Qom—drf 
OaNaa  HcoB,  30e  Flaat  Btnat."  b«t,  la  vlaw  of  tha  fast  that  tbs  TriboM  of  Iha  PhvI*. 
pnblUkad  br  Baobaw  ktar  ta  tha  uw  Fsai,  fa  pobllabad  Iran  "  Tba  iBaUtula  on  Tte*. 
bald'»R<«t,"lhfasvtdi»oaknBteondaiTa.  It  Amid  ba  iwaubKad  that,  aa  awlr  M 
1AM,  It  ma  tha  pnotlu  to  addnaa  mattar  for  pnbiioaliw  Ittm  «w  w  MM«h«  tatm 
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«Ter  his  occnpwtion,  be  was  one  of  tbe  most  iw&utl  and  moat 
influexttial  membeiB  of  Hie  NatiiHul  UnioQ  of  Weitingmen, 
called  by  Beer  "the  birthplace  of  Chaitum."  ^  This  organ- 
ksrtioD,  commonly  called  the  RotandaitiBte,  used  to  gather 
idSGiit  one  thonaaod  t^xoog  in  the  "Rotunda"  in  Blackfrtars 
&idge  Road,  where  they  paaeed  resolutiona  on  variouB  topict, 
and  tunmltuously  cheered  hannguea  by  Benbow  and  "  cer- 
tain otiier  more  or  less  disreputable  tevoIuti<miBtB."  *  In  thia 
forum  Benbow  spoke,  sometimeg  as  chairman,  more  often  as 
qtonsor  or  as  secoiuler  of  a  motion  or  reaohition,  at  great 
kugth  and  with  great  diBciunrenesB.*  He  almost  always, 
however,  took  occasion  first,  to  express  impatience  with  de- 
pendence up(Hi  political  refonn,  especially  the  Reform  BSH 
—  tlius  anticipating  the  presentrday  "direct  action"  8(^kx>1; 
second,  more  or  less  openly  to  advocate  "reostance,"  even  to 
the  point  of  ui^ging  military  organization  and  drill;  *  and, 
tiiird,  to  mention  repeatedly  his  project  of  a  "national  eon- 
venticm"  and  "national  holiday.'" 

Benbow  did  not  confine  himself  to  revolutionary  talk.  On 
one  occasion  he  "laid  in  a  stock  of  heavy  oonstc^les'  staves, 
which  he  retailed  at  a  few  pence  each  to  such  members  as 
dssired  to  protect  themselves  against  the  pi^ce,"  in  antiei- 

boon  (RoUnMB,  BBtJiih  Ck^M  Boimm,  Loodoo,  IBBS,  p.  143),  vhils  AddiMD  ud 
an  Ju  ■eii»iiihrtl»>»iniMiiBd  tin  mm  pfBtlaa.  (Ct.  IktUar,  No.  1.)  Th*ttlw*'Coi^ 
■II  itil"  *ould  b* an  ^mnpriato  —*->•"■*■■-"'  bom  wUoti  to  kddniB >  wdA  oI  thii 
Uod  1(  nawted  by  the  fact  that  ft  diaiMC  aammamontliis  the  birtlida;  al  Thonua 
PitH  m*  hdd  tbnri  In  Vsbrury,  18S3,  Poor  Mu'i  OunUu,  Ftbnwy  T,  UU. 

■  Bw,  op.  at.,  p.  3N. 

■  WkQw,  lit*  ot  Fnndi  Plua,  nrlHii  edltian.  Now  York,  IS18.  pp.  373-374, 

■  Titt  Vox  Man's  OiuidlBn  t^M»1a  tmnty-two  ^iiobw  batman  Btptanbtt  8, 
U81  aad  Fdmu]'  3,  IBSS. 

•  Uala  tba  d^nka  a  "  jLhim."  Boddad  on  tba  "Wadrw"  plu.    H*  briUd, 


tt*  Mioanv  Ud  ibBwm  ImnMua  iOBa  ant  ol  tka  Buik  ud  aaot  HMD  >k>nd  i>  aa 
tbw  ad^  ba  ditna  IND  tUa  «niBto7"i  to  ■oBiaa  W«abwlaB  at  ba 
to  oaa  tka  oiiBtaiT  "  to  pot  do«  tU  UdoM.  bat  M  him  toy  U"  1  to 
ofplottiDS  «ltk  IMtanlah  to  liianttfamifB  aaldlara  "to  dncooo  w 
bam  I^sidcai "  Uka  Moooow**;  to  axpnaafear  ol  aaoii  btdnc  "imsmiad  inAdoBsaaa"; 
to  n(a  to  "  ■  Oomal  ConcrBH  of  ths  Pao^a,"  and  Onaltr  to  oloaa,  uild  "  ohMtt."  with 
n  ot '  EqtMl  BliAla  and  Bqasl 
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pation  oS.  a  demotxtntioD  wbidi  was  postpODed  beoaon  of 
extetUBre  ooanter  taeparatioiw  hy  the  authoritieB.*  On  an- 
other occasion,  he  participated  in  a  prooeesion  erf  100,000 
mm,  intended  app»mtly  as  a  sort  of  dress  reheaisal  for  the 
"National  Holiday."  Tlie  parade  dashed  witii  the  pdiee, 
and  Benbow  suffered  his  tiiird  aireBt,  being  aoqoitted,  how- 
ever, soon  after.*  By  this  time,  he  had  achieved  sadi  wv 
toriety  as  to  be  awarded  a  place  in  the  cohmuis  of  PvnA, 
trtwre  lie  iraa  called  "mi^ty  Benbow."  • 

For  a  lame,  Benbow  entered  the  field  of  "radical"  journal- 
ism, beccHning  editor  and  publisher  of  the  Trtbttae  t^  tt< 
People,  which  was  to  take  up  "a  list  of  the  prindpal  sabjeeta 
to  be  discussed  and  settled  during  our  Congress,"  tiiat  is,  the 
"Congress"  which  was  to  accconpany  the  "National  Holi- 
day." *  The  paper  seems  to  have  run  through  only  three 
issues,  during  June  and  July,  1832,  and  tiien  to  have  been 
discontinued  for  financial  reasons.'  The  material  of  tiie  pob- 
lication  hardly  fits  wi^  tiie  promises  made,  and  does  not 
Beesa  to  vaiy  materiaUy  from  that  appearing  in  other  "rad- 
ical" p^>erB  of  the  time.  One  artide  entitled  "On  the  Big^t 
of  Aimii^  Oneeelf,"  and  an  editorial  remark  that  tiie  "Tlieo- 
bald's  Road  Institution  promisee  fair  to  supersede  tiie  (dd 
dying  Institution  of  St.  Stephen's,"  serve  to  indicate  the 
eztrandy  revolutionary  bent  of  Benbow's  mind  at  the  time.* 

Durii^  this  period,  he  bad  not  altogetiier  given  up  his  voca- 
tion as  a  preacher,  one  sermon  at  least  having  been  preached 
by  him  at  the  "  Theobald's  Road  Institution." ' 

1  WaSaM.ep.at,  p.  SS<L 

■  LoadOD  Chnmlda,  Manh  SI,  ISSt;  Poor  Uan'i  Onaidiui.  "f  IB,  ISSt, 

■  QDOted  In  FMrHu'iOoacdlu,  April  U,18S1. 

"  Sluidom  till*  dw  lun*  ilnuk  mon  terron  to  th*  aiui  at  HiIboDnM 
Unn  eould  Uh  R^iMbbm  ol  tan  tlxwiuid  timitoi* 
lU  anud  with  plkn,  and  kd  b7  miditr  Babowl' 

•  Babow,  Onad  KaUoua  BdUdar,  LcadcB,  US3,  p.  IS. 

•  Jiiii«lTud3i,udJnlTl.  Ths Poor  Uu'*C3uuiUu  foe  JalTia,lSSti>aBtaiH 
an  ■dTWtbstiMDtdiiitil  bjr  out  R.  B.  Las,  XMndiic  Banboir  (<  IibtIbs  "TioliiBiiBd'' £■• 
aAd«tlaTlnci*Mrt«dto"ciiwaiotib<f;"iikooiin«a(ia&  wlthhk  pcioUtw  irf  tfaa  T^ft- 

•  lor  Bobow.   !«•  msoobiw  •  forthooiuiv  pamptiht  aotUkd  "BoohartiM 


•  TribvBs  of  tlu  Ptotd*.  July  1  ud  Jona  IT,  1SB2. 

'  IUd,JuiHl7,t3a3."Oa8ttaiiarETHiina,Hi.Bnb(nririUpMlA»i 
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Aa  haa  been  said,  it  was  in  tike  midst  of  these  activities  tiiat 
Benbow  published  hk  Qrand  National  Holiday  and  Congnaat^ 
the  Prodvetite  Claaaet.  Tlie  oontents  of  this  ronarkable  dooo- 
meat  have  been  ably  sununariaed  elsewhere/  and  require 
only  dif^t  mention  here.  Briefly,  it  proposes  that  the  woik- 
ing  peofde  declare  a  montii's  "holidf^,"  supporting  Utem- 
aelves  ham  their  savings  tiie  first  week,  but  subsiBting  the 
remainder  oS  the  time  by  talring  over  panRh  funds,  and  by 
extorting  "contributions"  of  money  and  food  from  the 
wealthy.  It  further  proposes  tiiat  local  committees  be  ap- 
pointed  to  mtuntain  order  uid  administer  the  distributicHi  of 
food,  and  also  to  elect  repreflentatives  to  a  national  "cfHt* 
grees"  which  is  to  "r^orm  society."  In  modem  terms,  the 
people  are  to  declare  a  general  strike,  ezproi«iate  property, 
and  establish  a  new  social  order  by  means  of  a  pndetarian 
dictatorship.* 

Hie  height  of  Benbow's  power  and  popularity  eeema  to 
have  coincided  with  ihe  months  ftdlowing  the  publication  <^ 
his  pamphlet.  In  the  face  of  the  disillusionmeiit  following  the 
passage  of  tiie  Befonn  Bill,  the  National  Union  of  Workii^- 
men  rapidly  lost  prestige,  and  tho  Benbow  had  never  been 
optimistic  concerning  the  measure,  he  seems  to  have  suffered 
ecUpee  with  bis  fellow  "Rotundanists."  *  For  a  time,  he  was 
established  as  a  "fruiterer."  *  Then  after  six  yeara,  he  reap- 
peared to  play  a  minor  part  in  the  Chartist  coUa{]ee  to  which 
his  own  i^as  had  hugely  contributed.  Their  faitii  in  polit- 
ical action  having  been  destroyed  by  the  f  ulure  of  Parliap 
mentary  reform  and  of  tiie  National  Petition,  the  Chartist 
rank  and  Sie  were  more  than  ready  to  listen  to  the  "physical 
force  men";  the  workmen  in  the  North  and  Midlands  wen 
in  a  particulariy  rebellious  mood.*  Benbow's  project  for  a 
National  Holiday  was  discussed  and  ultimately  adopted  by 
the  Chartist  Conveation.  Appuerttiy  thinking  the  time  ripe 


*HonIl.ap.ilL,pv.ltt«. 
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penonallr  to  adroeate  the  adoption  of  his  project,  Benbow 
fetumed  to  the  neii^bcHbood  of  his  youth,  and  traveled  about 
in  the  vioiiuty  <rf  Mandteater,  "with  horse  and  cart,  hdding 
open-ur  meetings,  and  pudiing  the  sale  ol  his  pampUat  on 
the  general  staike." ' 

He  was  arrested  on  Augast  4, 1889,  eight  da^B  befon  the 
date  set  for  the  "eacied  mcmth,"  and  two  days  befwe  the 
Conraition  lost  eouiage  and  voted  to  "imi^ore  all  onr 
tvother  Chartistfl  to  abaodtn  the  project  of  a  sacred  month."  * 
ESght  months  later,  be  waa  brou^  to  trial  for  seditioQ  at  the 
assiies  in  Chester,  found  guihy,  and  sentenced  to  sirieen 
nuHiths  imprisomnent.  Tbo  now  fifty-dz  years  of  age,  be 
does  not  seem  to  have  lost  any  of  hia  oiatorieal  vigor,  iat  be 
"entered  on  his  defence  at  11.40  A  finished  his  qwecb  at  10 
o'clock  P.M."  Tlie  minute  book  of  the  asBircs  bears  evidence 
that,  possibly  through  hia  plea,  or  hb  advanced  age,  be 
moved  the  court  to  momentary  clemency,  for  the  recotd  of 
the  trial  cloees  with  the  notation,  "To  enter  into  Becog- 
nisanoe,"  croeeed  out  with  a  heavy  red-ink  line.* 

Benbow  faded  out  rapidly  from  the  Chartiat  movant 
after  this  event.  In  1840,  apparently  while  still  in  prison,  be 
sent  to  a  meeting  in  Mancheater  a  scheme  for  the  reof^n- 
isation  of  the  movement  which  was  "too  1<Hig  to  be  read,"* 
and,  in  April,  1841,  on  the  eve  of  the  exiaration  of  his  iwisoa 
sentence,  he  appeared  on  Fewgus  O'Connor's  list  of  the 
Chartists  who  "could  be  trusted."  *  No  further  inf(»maiUoo 
is  available  concerning  him.  It  has  been  suggested  that  the 
vicissitudes  of  hie  life,  and  especially  the  strain  of  his  self- 
tntelage,  served  gradually  to  unbalance  a  never  irtK^ 
stable  mind.'  If  this  conjecture  is  cwreot,  it  is  likely  that  the 
disappointment  f(^owing  the  ooUapse  of  the  sacred  month, 
togetiier  with  the  rigorous  treatment  whidi  be,  as  a  Chartist, 

I  Bmi,  op.  dt.,  TOL  U,  p.  n.  Waft  nowti 
tm  a  *''*— ->~T  ta  "*--'■—*—.  but  (in*  no  uitlKiritir  l«rUnM 
P.U7. 

■  B«r.  ap.  iit.,  «A  U,  ML  Maod  87. 

•  H.  O.  Ai^M  Book,  Sl/V  (ChvtiOi  <&*ril  lA  UMk 

•  amM,  «p.  A.,  f.  IM.  •  Bmt.  op.  «,  ».  •». 
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would  have  received  in  pnKHt  *  Bsrved  to  ino^tadtate  him 
for  further  activity. 

There  remaioB  to  be  oonsidK^d  the  questioD  as  to  hov 
oompletely  Benbow  can  be  considered  author  of  the  general 
atrike  idea.  Definite  concliuiona  are  impossible  in  the  present 
impeifect  state  of  knowledge  concerning  the  man  and  his 
period.  One  point  is,  however,  certain,  namely,  that  a  vague 
notion  of  a  genial  strike  as  an  aid  to  insurrection  antedates 
Benbow's  pamphlet  by  several  years,  going  back  to  the  days 
of  the  "Manchester  Insurrection"  and  the  Nottingham  up- 
rising.' The  idea,  however,  seems  to  have  remained  nebulous 
and  unheeded  till  Benbow  (who,  throu^  his  connection  with 
these  events,  must  certainly  have  ootioed  it)  perceived  its 
tremendous  potentialities,  and  put  it  into  the  form  which, 
except  for  phraaet^ogy,  it  retains  substantially  to  this  day. 

One  further  point  is  of  intereat.  Ilie  Sacred  Month  idea  in 
Benbow's  National  Holiday  is  derived  frton  an  elaborate 
parallel  drawn  by  the  author  of  the  pamphlet  between  bis 
Bcbaae  and  the  ancient  Jewish  Sabbatical  and  Jubilee  years.* 
As  the  Jubilee  year  involves  such  revolutionary  proposals 
as  the  forgiving  of  debts  and  the  nationalisation  and  redis- 
tribution of  land,  the  connection  between  the  scriptural  cus- 
tom and  Benbow's  scheme  is  not  so  far-fetched  as  may  at 
first  seem.  Furthermore,  Benbow  was  a  deeply  religious  man, 
and  lived  in  a  time  when  the  Bible  was  looked  to  for  literal 
guidance  in  current  problems.  It  may  be,  therefore,  that  the 
development  which  tliia  hitherto  uimoticed  idea  reached  in 
Boibow't  fertile  if  ill-balanced  mind  seemed  to  him  divinely 
sanctioned;  so  that  the  ardent  persistence  with  which  he 
advocated  it  was  that  (A  a  religious  fanatic  as  well  as  of  a 
pt^tical  and  industrial  agitator.* 

NiLBH  CABnBNTKB. 
Hibtabb  tJnmBarrr. 

>  GL  ffiwthtt.  n*  OMrtM  HoTCOMOt.  Naw  Tctk,  lOlfl,  p.  SOS;  Wmt.  op.  dt. 
P.US. 

I  HuUBsnd,op.dt.,p.sai.  Tlw  writ"  f»l«tiflM"  wi  MiJrttMiMa*^ 

■  Baabow,  op.  dt.,  pp.  S.  B.    Ct.  LariOon*,  bt. 

•Cr.  In  tU*  MOMrtlai,  CunolM,  L«  ReDM  Soebl  M  Ai^Mm.  F«m90t, 
ppi.  IM.  Wh  Mid  Ken,  Th*  Bta*  «  OtmaoMT.  Lwid<n,  iaS7,  p.  W. 
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THE  LINCOLN  TAKIFP  MYTH  FINALLY 
DISPOSED  OF 

In  two  notes  published  in  this  Journal,  one  in  August,  1014, 
entitled  "Abraham  Lincxdn  on  the  Tariff:  A  Mytii,"  and  the 
other  in  February,  1915,  entitled  "IJnc<dn  and  the  Tariff:  A 
Sequel,"  I  [Bwented  the  results  of  an  inquiry  on  the  origin  of 
a  phrase  about  the  tariff  ascribed  to  IJncdn.*  Tlie  i^inae  ^>- 
peared  in  various  forms.  The  familiar  one  was  this:  "Ifws 
purchase  a  ton  of  steel  r^ls  from  En^and  for  twenty  doOan, 
then  we  have  the  rails  and  England  the  money.  But  if  wb  hay 
a  ton  of  steel  rails  from  an  American  for  twenty-five  d<dlan, 
then  America  has  the  rwls  and  the  mon^  both."  My  con- 
.  elusion,  ^ter  following  up  various  clues,  was  that  the  [diraaa 
originated  with  Robert  G.  Ingersoll.  Tho  it  did  not  appear  in 
IngersoU's  published  writings  until  after  the  date  of  first 
ascription  to  Lincoln,  the  evidence  indicated  that  it  had  bem 
used  by  Ingei8oll  in  his  orationa  and  lyceum  speeches  in  such 
a  way  as  to  lead  reporters,  quite  without  design  on  Inger^ 
soil's  part,  to  attribute  it  to  Lincdn. 

Complete  confirmation  of  this  surmiae  has  reoently  (xune  to 
me  through  the  obliging  inquiries  of  Mr.  Edward  F.  O'Neil  of 
NewYOTk.  Endeavors  of  my  own  to  secure  information  fnun 
members  of  Ingersoll'a  family  had  been  fruitless.  Mr.  O'NoI, 
however,  haa  cconmunicated  witii  IngersoU's  surviving  sister- 
in-law,  Mia.  C.  P.  Farrell  of  New  Yorit,  and  gets  trota  her  the 
unequivocal  statement  that  Ingersoll  used  the  sted  rail  stoiy 
as  early  as  1880.  She  refers  to  a  speech  made  in  BrooMyn, 
New  Yoric,  in  October,  1880,  and  reported  to  t^e  New  YaA 
Herald  of  October  31  of  that  year.  He  used  it  also  in  an  int»- 
view  in  the  Bepui^ican  of  Denw,  Colorado,  on  January  17, 
1884,  and  once  more  in  a  speech  at  the  Metropolitan  Opera 
House  on  June  29, 1888.  The  evidence  seems  to  be  ccHnplete. 
Ingersoll  was  the  author  of  the  phrase,  and  used  it  frequently. 
Only  by  accidental  collocation  with  Lincoln's  name  did  it 
come  to  be  ascribed  to  the  great  president. 

am*  Tnd^  IVi  THiS  aad  Ba- 
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GENERATING  CYCLES  REFLECTED  IN  A 
CENTURY  OF  PRICES 

SUMHABT 

CtcIm  of  ftppnndmntely  ei^t  yeus  in  the  yidd  per  acre  of  firituh 
oroiM  have  pnhMy  recurred  in  a  oontinuons  eeriee  during  the  lut  one 
hundred  end  lizty  yeen.  In  oonaeqiienoe  at  the  I&w  of  demend,  theee 
en^  cyclea  hftre  generated  oorreeponding  cycles  in  the  pricee  of  food  and 
of  organic  law  UMterials.  In  confonnity  with  the  law  of  oompetitiTft 
price,  the  cydes  in  the  i»iaee  (rf  food  and  of  raw  materiala  should  bttn 
been  fdlowed  by  comeponding  oydee  in  the  prieee  of  manufactured 
eommoditiee.  Aa  a  matter  of  fact,  the  analyua  (rf  Sauerbeck's  index 
numben  of  general  whideeale  prioea  rereala  real  c^elea  of  approzimately 
eight  yean  in  which  Hie  origiDating,  geneaating  ercqt  eydea  are  reflected 
throui^HMtt  the  century  for  iritich  the  Sauetbeek  index  numben  hare 
been  computed. 

The  principal  lesuHa  of  the  inreetigaticKk  tfpnar  in  the  gr^difl  <rf 
Fignrea  6  and  6. 

L  Data  and  method,  AM.  —  II.  An  aoalyBifl  of  a  oenttiry  <d  ^iecs, 
60S.  —  III.    Crop  oyclee  aa  generating  cydee,  GIS. 

In  a  recent  paper  >  I  drew  a  distinction  between  gen- 
erating economic  cycles  and  derived  economic  cycles. 
Generating  economic  cycles  were  described  as  economic 
cycles  that  have  their  ori^  in  non-economic  causes 
and  become  the  ori^nating  source  of  derived  economic 
cycles.  A  careful  scrutiny  of  Americui  agricultural 
statistics  revealed  the  existence  of  an  eight-year  gen-' 


^dbyGoogle 


604  QUARTBBLr  JOURNAL  OF  BCONOMICS 

erating  cycle  in  the  yield  per  acre  of  the  leading  Ameri- 
can crops,  and  this  generating  cycle  of  products  was 
found  to  ori^n&te  a  derived  cycle  of  agricultiiral  prices. 
American  manufactures,  according  to  the  census  of 
1900,  obtained  about  80  per  cent  of  their  raw  materials 
from  the  farms,  and  as  the  prices  of  manufactured  com- 
modities tend  to  adjust  themselves  to  the  cost  of  produc- 
tion, it  was  argued  that  the  eight-year  cycles  in  the 
prices  of  farm  products  tended  to  induce  derivative 
cycles  in  the  prices  of  manufactured  commodities.  The 
major  features  of  economic  cycles  were  regarded  as 
being  traceable  to  three  primary  laws: 

(1)  the  law  of  the  generating  cyde  of  raw  ma- 
terials, which  is  due  to  a  nonreconomic  cause; 

(2)  the  law  of  demand  for  raw  materials,  in  con- 
sequence of  which  the  generating  cycle  of 
products  originates  a  derived  cycle  of  prices 
for  raw  materials;  and 

(3)  the  law  of  competitive  price,  according  to  which 
the  prices  of  finished  goods  in  an  open  market 
tend  to  correspond  with  the  cost  of  production. 

The  present  paper  cames  the  inquiry  a  stage  further. 
An  analysiB  is  made  of  the  history  of  prices  in  Great 
Britain,  for  a  century,  and  the  results  are  conudered 
with  reference  to  their  dependence  upon  generating 
agricultural  cycles  and  with  r^ard  to  their  bearing 
upon  the  economic  theory  of  cycles. 

I 

Data  and  Method 

The  data  for  the  first  part  of  the  investigation  are  the 
Sauerbeck  index  numbers  of  general  wholesale  prices 
for  the  interval  between  the  Napoleonic  wars  and  the 
Great  War.    This  record  from  1818  to  1913,  which  is 
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a  summaiy  description  of  economic  history  during  a 
century  of  unparallded  development  between  two 
worid-wide  cataertxophes,  supplies  unique  material  for 
an  inductive  quest  of  economic  regularities. 

The  metiiod  used  in  the  inquiry  is  Fourier's  Theorem 
as  it  has  been  developed  for  statistical  purposes  by  Pro- 
fessor Schuster  and  Professor  Tximer. 

The  Saviliaa  Professor  of  Astronomy  at  Oxford,  Pro- 
fessor Turner,  has  said  that  "apart  from  the  planetary 
motions  periodicities  in  nature  are  seldom  clearcut."  ' 
As  we  shall  attempt  to  establish  certain  economic  cycles 
and  to  trace  their  cause  to  periodicitira  in  nature,  the 
part  of  wisdom  would  seem  to  be  to  profit  by  the  ex- 
perience of  natural  scientists  who  have  dealt  with  the 
problem  of  isolating  natural  periodicities. 

It  is  well  known  that  Fourier's  celebrated  theorem 

y  —  Ag+Oi  cos  H+Oi  cos  2fct+  ... 

-\-bi  sin  ki+hi  Bin  2lbt+  •  ■  ■ 

if  carried  out  to  a  sufficient  number  of  terms  will  repro- 

du<»  almost  any  type  of  graph.  This  equation  may  be 

expressed  also  in  the  form 

y  -  ^+4,Bin  (ifc(+6i)+il»8in  {2kt+et)+  .  .  . 
When  the  parameters  of  this  equation  are  determined 
from  statistical  data  tiie  question  arises  as  to  the  signifi- 
cance of  the  several  terms  in  the  Foiuier  series.  Do  the 
successive  terms  in  the  sine  series  correspond  to  real 
periodicities  in  nature,  or  are  they  merely  formal  terms 
the  summation  of  which  will  ^ve  the  observed  values  of 
the  ori^nal  data?  If,  for  example,  a  high  value  were 
obttuned  for  one  of  the  A-co^cifflits  in  the  sine 
series,  what  warrant  would  there  be  for  assuming  that 
the  particular  rine  term  of  which  the  ^ven  A  was  the 

'  H.  H.  TtmMT.  Ttblw  fee  y»dlttttln«  tlw  Ow  ol  Himcoie  Amlyiit.  p.  *i. 
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co^cient  would  be  ogoifieant  of  a  real  recuniog 
periodicity? 

This  problem  was  comndered  by  Professor  Schuster  in 
his  theory  of  the  periodogram.*  According  to  Prt^essw 
Schuster,  "the  periodogram  may  be  said  to  put  the 
statiBtical  material  in  a  form  in  which  it  may  be  moat 
readily  discussed,  but  there  may  be  alirays  cases  in 
which  the  interpretation  is  difficult.  ...  I  do  not,  of 
cotirse,  clum  to  have  first  introduced  the  application  of 
Fourier's  Theorem  to  the  discovery  of  bidden  periodic- 
ities. .  .  .  The  process  is  sufficiently  obvious  to  have 
been  frequently  introduced,  but  it  has  generally  heea 
assumed  that  each  maximum  in  the  amplitude  of  a  hat- 
monic  tenn  eorr^ponded  to  a  true  periodicity.  What 
distii^uishes  the  method  which  I  am  endeavouring  to 
introduce  from  that  of  others,  is  the  discus^on  of  the 
natural  variability  of  the  Fourier  coefficients  according 
to  the  theory  of  probabihty,  independently  of  ai^ 
periodic  cause  which  may  have  influenced  the  pbenom- 
Mion."  • 

The  first  step  in  the  Schuster  method  of  isdating  true 
periodicities  by  the  methbd  of  the  periodogram  consists 
in  arran^ng  the  data  of  the  statistical  series  into  groups 
of  different  lengths  uid  then  computing  the  values  of  the 
coefficients  of  the  edne  terms  appropriate  to  the  differ- 
ent groups.  The  required  lengths  and  closeness  of  the 
groups  are  discussed  *  by  Professor  Schuster,  and  he 

1  The  fimduHiiUl  iBou 

"On  th*  iDTWtJpitian  ol 
Ov  Pccted  ol  IiM««>ktfoal  Phwiamna,"  Tnrwttul  U  _ 

"Tliiirniiiiliniiiiiirf  MMiiiilliinnittiMlliiiiMniiUliinlf Iliiiniiniiiliiiftlunnm- 

wl«h  OhMTTBtarr  dmim  tha  T«n  ISri-lBSB,"  Cunbridce  Kiil«nihk»l  Boditr 
TMJMMtiaia.  nil.  18.  IBM:  "  Ob  Um  PwlodMtr  of  SuwpoU,"  PbikwuUMl  TnH»- 
tioM  of  tlw  Eoy*l  Sodatr  <rf  UndoD,  A,  vcJ.  309,  IBOO. 

I  "OBtliePeriadieltUat  BmaintB,"  PkBoBpUal  TwHotknh  A.  nL  It.  »> 
Tl,7*. 
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further  shows  how  the  probability  of  the  reality  of  any 
assumed  cycle  is  dependent  upon  the  magnitude  of  the 
coefficient  of  its  coireeponding  haimonic  in  the  period- 
ogram.  In  brief,  the  probability  of  tiie  reality  of  an  as- 
sumed (^cle  is  shown  to  be  dependent  upon  the  relative 
sise  of  A*  wh^e  A  is  the  coefficient  of  the  sine  t^m 
descriptive  of  the  assumed  cycle. 

I^rofessor  Turner's  method,  which  he  has  caUed  the 
method  of  Fourier  Sequence,^  is  based  upon  Professor 
Schuster's  method  of  the  periodogram.  The  device  may 
be  illustrated  by  the  problem  in  connection  with  which 
the  method  of  Fourier  Sequence  was  developed.  In 
1913,  when  Professor  Turner  published  his  essays,  a 
fairly  good  record  of  sunspots  existed  for  a  period  of  156 
years.  His  problem  was  to.determine  whether  there  was 
ground  for  believing  that  there  were  real  periodicities  in 
the  Bunspot  data,  and  if  so,  to  ascertiun  their  appron- 
matelei^ths.  The  same  problem  had  been  considered  by 
Professor  Schuster  with  the  aid  of  the  method  of  the 
periodogram,  but,  according  to  Professor  Turner,  the 
Schuster  method  was  needlessly  complex,  involving  an 
unnecessary  amount  of  computation.  An  adequate  solu- 
tion was  thoi^it  to  be  obtained  if  a  Fourier  series  were 
computed  for  the  whole  series  of  data,  and  the  several 
terms  of  the  series  were  investigated  more  in  detail  ac- 
cording as  the  magnitudes  and  signs  of  tiie  coefficients  of 
the  several  terms  indicated  the  possible  presence  of  a 
real  cycle.  In  order  to  carry  out  this  idea.  Professor 
Turner  computed  for  the  156  years  of  sunqrot  data  the 
harmonics  for  the  periods  of  the  following  number  of 

>  Thu  fiinrUmiinttl  pwpwln  tt  Vntimei  Ttaam  tn  "On  tlw  HumOBla  Analrris  of 
Volfi  Sun^Mt  Numbn,  With  Awnd  lUfcnm  to  Hr.  Kinun'*  ?*pw,"  Monthlr 
Noli«  tt  tha  RoTtl  Ai  ~  ~ 
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yean:  156,  156/2,  156/3  .  .  .  166/54.  The  principal 
advantage  claimed  by  Professor  Turner  for  the  method 
of  Fourier  Sequence  is  this:  The  developmeat  of  the 
Fourier  Sequence  is 

(1)  Neceaaary.  —  "Since  each  tenn  of  the  Fourier 
Sequence  is  independent  of  every  other,  it  cai^ 
not  be  inferred  from  any  other.  Hence  ve 
must  at  least  calculate  all  these  terms."  > 

(2)  Sufficient.  —  "If  we  d«nre  to  kpow  to  what  ex- 
tent any  periodicity  intermediate  between  two 
ol  those  directly  tabulated  is  represented  in  the 
observations  ...  we  are  able  to  deduce  ttus 
information  from  the.  sequence."  * 

II 

An  Analtbib  of  a  Centdkt  of  Pmcbs 
As  a  preliminary  step  our  investigation  will  follow  tite 
method  of  Professor  Turner  in  the  analysis  of  Sauer- 
beck's index  numbers  of  general  wholesale  prices. 

Sauerbeck's  index  numbers  of  general  wholesale 
prices  from  181S  to  1913  are  recorded  in  Table  I  of  the 
Appendix  and  are  graphed  in  Figure  1.  The  gnqA 
shows  quite  clearly  that  the  mean  value  of  the  items  in 
the  early  part  of  the  series  is  liigher  than  the  mean  vahie 
during  the  latter  part,  and  we  are,  therefore,  confronted 
with  the  question  as  to  what  shall  be  done  about  the 
secular  trend  of  the  figures.  Any  hypothesis  that  mi^t 
be  made  as  to  the  type  of  curve  to  represent  the  secular 
trend  would,  to  a  d^p«e,  be  an  arbitrary  hypothesis, 
and  my  decision  has  been  to  make  no  supposition  as  to 
the  secular  trend,  but  to  proceed  with  the  computation 
of  the  Fourier  terms  from  the  crude  index  numbers.  In 

)  "On  tha  rinimlmi  Ol  Bu&^ot  Parlodidtr  ■■  >  FamlB  SoqiHDea,"  Mnothlr 
Notiiia  id  tb*  Bival  AMnntmilnl  SoeMy,  WIS,  p.  71S. 
■  lUd..  p.  7», 
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support  of  this  dedaioii  these  two  condderationB  are 
offered: 

1.  It  iB  known  tii&t  each  term  of  a  Fourier  aequenoe  is 
independent  of  the  other  terms,  and  there  \a,  therefore,  a 
probability  that  when  a  Fourier  series  is  fitted  to  the 
statistical  data  covmng  a  con^derable  lei^^  of  time, 
the  eariy  terms  of  the  series  wiU  make  an  allowance  for 
the  secular  trend  which  will  be  independent  of  the  later 
terms.'  Figures  1,  2,  3,  4  show  the  reasonableness  of 
this  assumption.  An  ample  description  of  these  graphs . 
will  be  ^ven  later  on. 

2.  The  authority  of  Professor  Schuster  is  against  the 
early  elimination  of  the  secular  trend  before  the  Fourier 
terms  are  computed:  "Very  consi^rable  labour  has 
sometimes  been  spent  in  eliminating  secular  variations 
and  otiier  known  periodicities  before  the  hidden  periodic- 
ities are  searched  for.  We  may  reasonably  ask  the 
question,  what  object  is  thereby  gained?  It  is  one  of  the 
great  advantages  of  Fourier's  analysis  that  each  of  its 
terms  is  independent  of  the  others;  and  if  we  wish  to 
determine  any  particular  coefficient  it  is  unnecessary  to 
begin  by  eliminating  the  others.  The  analysis  itself  per^ 
forms  tliat  process  in  the  best  possible  way,  if  the  coeffi- 
cients are  obtained  by  arithmetical  calculations.  .  .  . 
The  general  rule  may  be  given,  that  it  is  the  best  to 
eliminate  as  few  variations  as  possible,  and  to  carry  out 
the  elimination  at  as  late  a  stage  of  the  computation  as 
possible."  * 

For  these  reasons  we  have  computed  the  Fourier 
terms  directly  from  the  index  numbers  in  the  raw  state. 
The  results  of  the  computation  are  given  in  Table  II 

>  Ct-  9al>a«t<r,  "Tba  Pariodoamii  of  Nbcnnio  DccUution,"  p.  IIB.  "Tabl*  .  .  . 
(Indr  ihMn  th*  iflaot*  of  leaikr  TutaUao,  sad  w<  mwt  aUHdda  ia  how  bi  tt  i*  «••- 
nirtoUkaaornotktof  tUiTHiatioii.  If  onr  obnmtioiH  ntaiidcd  ora- ^  indididU 
UOH,  FMiWi  analnb  would  HmU  poform  all  that  k  mudnd,  uid  Moh  pniod  would 
bt  tetallr  fi>d«p«>d«it  of  an  dUmm." 

I  "On  a»  iBvMlvtlaD  ol  EDddn  Fwlodloltln,"  p.  M.  Cf.  aba  p.  SI. 
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of  the  Appendix.  The  headings  of  the  table  will  be 
understood  from  an  examination  of  Fourier's  soies 
when  it  id  expressed  in  the  following  two  fonns: 

(1)  y  =  Ag+o,  ooB  kt+at  gob  2ibt+  .  .  . 

+fri  sin  fct+6i  Bin  2fc(+  .  .  . 

(2)  y  -  A,+Ai  sin  (kt+e^+A,  sin  (2t(+e,)+  .  .  . 

The  amplitudes  of  the  terms  in  (2)  —  the  ^-co^ 
cients  —  are  obtuoed  from  the  coirespoDding  coeffi- 
cients in  (1)  by  means  of  the  formula  A  =  Va'+ft".  ^t 
b  equal  to  the  mean  value  of  the  96  index  nimibets.  The 
lengUis  of  the  periods  in  the  second  colunm  of  Table  II 
are  obtiuned  by  dividing  96,  which  is  the  numbo-  of 
years  of  observations  recorded  in  the  Sauerbeck  indes 
numbers,  by  the  consecutive  integers  that  are  g^ven  in 
the  first  coltmm.  The  constuit  k  in  the  formulae  (1) 
and  (2),  which  does  not  appear  in  Table  II,  is  equal  to 

360° 

-TT-  =  3°  45'.  The  constants  e  in  (2)  do  not  occur  in 
w 

Table  II,  but  their  values  may  be  obtained  from  the 
corresponding  values  of  a  and  b  in  (1)  by  the  rdation 

a 
tane  ■  -■ 

0 

We  shall  now  consider  the  conclusions  that  may  be 
drawn  from  the  data  of  Table  II  and  we  shall  befpn  with 
the  last  column  which  gives  the  values  of  A*.  If  we  let 
the  eye  run  down  the  last  colimm,  it  will  note  that  at 
four  places  the  values  of  A*  assume  special  importance — 
for  the  periods  of  96  years,  48  years,  24  to  16  years,  and 
8.7  to  7.4  years.  A  moment  ago  when  the  question  of 
eliminating  the  secular  trend  was  under  considoation, 
the  deciMon  was  reached  to  permit  theeariy  terms  of  the 
Fourier  series  to  provide  for  tike  secular  trend  rather 
than  to  adjust  the  raw  figures  of  the  observation  accord- 
ing to  a  more  or  less  ariiitraiy  assumption  as  to  the  type 
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of  curve  which  might  be  appropriate  to  represent  the 
tr^id.  It  DOW  aeems  reasonable  to  conclude  that  the 
large  values  of  A*  at  96  years  and  48  years,  and  possibly 
those  betwe^k  24  and  16  years,  are  caused  by  the  genend 
tread  of  the  figures.  Inasmuch  as  one  of  these  covers  the 
whole  range  of  the  observations  and  tiie  other,  one-half 
of  the  range,  one  would  certainly  not  be  justified  in 
holding  that  they  represent  real  recurrent  cycles.  Fig- 
ures 1  and  2  depict  these  two  Fourier  constituents  of  ttie 
price  curve.  Figure  1  also  shows  the  curve  that  is  ob- 
tained by  1  combining  the  mean  of  the  Sauerbeck  index 
numbers  Irith  the  96-year  Fourier  constituent.  Like- 
wise Figure  2  gives  the  compoimd  curve  made  up  of  the 
mean  of  the  Sauerbeck  index  niimbers  and  the  96-  and 
48-year  Fourier  constituents. 

With  two  of  the  four  important  values  of  A'  in  Table 
n  accounted  for,  the  possibility  of  real  cycles  in  the  96- 
years  record  is  limited  to  the  remainii^  two  epochs  be- 
tween 24  and  16  years  and  between  8.7  and  7.4  years. 
The  mean  of  the  limiting  values  of  the  latter  pmod  is 

■  ■■—  =  8.0  years,  and  the  limits  of  the  other  period 

are  respectively  twice  and  three  times  this  mean  value. 
The  value  of  A*  in  Table  II  corresponding  to  a  period  of 
exactly  8  years  is  small,  but  if  the  computation  had 
beai  confined  to  the  intwval  1857-1913  its  value  would 
have  been  7.95. 

Thus  far  the  argument  as  to  the  existence  of  real 
periods  has  been  based  upon  the  size  of  A'  which  is  the 
criterion  used  by  Professor  Schuster.  An  additional 
criterion  has  been  offered  by  Professor  Turner.  In  his 
fundame&tal  memoir '  he  has  pointed  out  that  when  a 
striking  periodicity  is  present,  there  is  a  tendency  for  the 
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ffigDB  of  a  and  b  to  change  between  consecutive  Fourier 
constituents.  Table  II  shows  that  not  only  are  Qte 
values  of  A*  large  for  Um  pmod  between  24  and  16 
years,  and  for  the  period  between.  8.7  and  7.4  years,  but 
tiiat  in  both  instances  there  is  a  change  of  sign  in  either 
a  orb. 

Considering  that  in  a  record  of  06  years  a  posEoble 
cycle  of  about  16  years  could  occur  mx  times  and  one  of 
about  8  years  could  occur  twelve  times,  tlus  analysis  of 
a  century  of  prices  seems  to  warrant  the  conclusion  that 
there  may  be  a  real  cycle  of  prices  between  16  and  24 
years  in  length,  and  that  Hxere  is  a  lai^  probability  of 
the  existence  of  a  real  cycle  in  the  neighborhood  of  8 
years.  As  the  aigument  proceeds  we  shall  have  strong 
additional  reason  for  believing  that  the  Indicated  eight- 
year  cycle  in  the  Sauerbeck  index  numbers  of  wholesale 
prices  is  a  real  cycle  with  an  asugnable  cause.  Cer- 
tunly  the  Fourier  analysis  indicates  that  if  there  is  a 
real  cycle  in  the  96  years  of  the  Sauerbeck  observations, 
its  most  probable  value  is  in  the  ndf^iborhood  of  ei^t 
years. 

In  order  to  isolate  and  exhibit  the  cycles  of  approxi- 
matdy  eight  years  the  graphs  of  Figures  3,  4,  5  have 
been  computed  and  drawn.  Figure  3  shows  the  Fourier 
constituent  of  19.2  years  —  which,  according  to  Table 
II,  is  one  of  the  most  Important  constituents  —  and  the 
compound  curve  that  results  from  combining  the  mean 
of  the  Sauerbeck  observations  with  the  Fourier  con- 
stituNkts  of  96, 48,  and  19.2  years.  Figure  4  dqucts  the 
16-year  Fourier  constituent  uid  the  cou^und  curve 
made  up  of  the  meui  value  of  the  Sauerbeck  numbers 
and  the  96-,  48-,  19.2-  and  16-year  Fourier  constituents. 
A  review  of  Figures  1,  2,  3,  4  exemplifies  how  the  addi- 
tion of  Foxirier  terms  gives  an  increaangly  aocurate 
descr^tion  of  the  general  trend  of  the  Sauerbeck  num- 
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bera.  The  compound  curve  in  Figure  4, 1  have  r^arded 
as  the  general  trend  of  the  Sauerbedc  numbers.  &  the 
ordinates  of  this  compound  curve  correqranding  to  tbe 
years  between  1S18  and  1913  are  subtracted  from  tlie 
Sauerbeck  index  numbers  for  those  years,  we  obt^ 
what  I  have  called  the  Sauerbeck  residuals,  which  ate 
listed  in  Table  m  and  are  gn^hed  in  figure  5. 
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TakAa  II,  as  we  have  seen,  indicates  that  there  ia  a 
real  cycle  between  8.73  and  7.38  years  in  the  Sauerbeck 
index  numbers.  In  F^ure  5,  three  smooth  curves  have 
been  fitted  to  the  Sauerbeck  residuals,  one  of  which  is 
made  up  of  the  two  cycles  of  8.73  and  7.38  years  respec- 
tively. This  curve  (i^ves  an  excellent  description  of  the 
temduals.  In  the  remaining  curves  the  cycles  of  8.73 
and  7.38  years  have  be«i  fitted  to  the  data  separately. 
The  curve  of  8.73  years,  as  we  should  e^>ect  from  the 
greater  value  oiA*  in  Table  II,  gives  a  better  description 
of  the  residuals  than  the  curve  of  7.38  years. 

ni 

Chop  Ctclbs  as  Gbnxrating  Ctclbs 
No  one  familiar  with  the  theory  of  prices  and  with 
thdr  multitudinous  causes  of  change  would  e^>ect  the 
record  of  general  wholesale  prices  to  show  an  exact 
mathematical  precision  in  the  working  out  of  any  one 
cause.  If  there  were  a  predonunant  cause  one  would 
feel  that,  at  best,  the  nature  of  its  effect  would  be  re- 
vealed only  in  ihs  average  of  a  fairly  long  record.  One 
would  be  prepared  for  a  marked  deviation  from  the 
average  in  any  particular  instance.  On  the  other  band, 
if  in  the  averse  of  a  fairly  long  record  there  should  be 
evidence  of  a  persistent  cycle,  no  one  acquainted  with 
the  statistical  theory  of  cycles  would  fall  to  suspect  the 
presence  of  a  predominant  periodic  cause. 

The  analysis  of  a  century  of  prices  has  revealed  the 
existence  of  a  cycle  in  wholesale  prices  of  about  eight 
years  in  length.  What  is  its  cause? 

In  the  paper  •  to  which  reference  has  already  been 
made,  I  have  shown  that  in  the  United  States  tiie  yield 
per  acre  of  the  leading  crops  between  1882  and  1918 

>  "OwwntiBc  CtoIm  sI  Prodnnto  and  Priow."  Qu«t«rtr  Jounol  of  BetnoBtlM. 
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passed  throu^  cycles  of  about  ei^t  yean  with  mMrmm 
at  about  1882, 1890, 1898, 1906,  and  1914.  These  eU^t- 
year  cycles  in  the  yield  of  the  crops  generated  ei^t- 
year  cycles  in  the  prices  of  organic  raw  materials  of 
manufactures  which,  according  to  the  law  of  competitive 
price,  were  followed  by  coiresponding  eydee  in  the 
prices  of  manufactured  commodities.  In  two  eaa&er 
articles  pubtished  in  the /(?umalqffA«  Royal  Staiittieal 
Soci^  the  following  were  among  the  oonchiaons  that 
were  reached:  1 

(1)  llie  yield  per  acre  of  representatave  crops  in 
tiie  United  Ejngdom  since  1884  —  wlien  the 
figures  for  the  yield  per  acre  of  the  crops  be- 
gan to  be  collected  officially — passed  throui^ 
dght-year  cycles  n^iich  were  synchronous  with 
the  cycles  of  eight  years  in  the  yield  of  the 
American  crops; 

(2)  The  yield  per  acre  of  representative  crops  in 
France  was  closely  correlated  with  the  yield  in 
the  United  Kingdom  and  passed  throu^ 
e^t-year  cycles  niiich  were  synchronous  with 
the  crop  cycles  in  the  United  Kingdom  and  in 
the  United  States. 

The  synchronism  of  the  crop  cycles  in  these  three 
countries  and  the  demonstrated  existence  of  derived 
ffl^t-year  cycles  of  agricultural  prices  in  the  United 
States,  which  according  to  the  law  of  competitive  price 
induced  corresponding  cycles  in  the  luices  of  manu- 
factured commodities,  would  seem  to  indicate  that  the 
clue  to  the  observed  eight-year  cycle  in  Sauerbeck's 
index  numbers  of  general  prices  might  be  found  in  the 
dght-year  cycles  of  the  crops. 

Holding  fast  to  this  clue  we  shall  present  evidence  to 
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show  that  throutghout  the  interval  under  investigation, 
181S  to  1913,  and  for  a  Btill  longer  period,  the  BritMi 
crops  passed  through  cycles  of  approxunately  ea^t 
years  in  length. 

The  first  bit  of  evidence  has  already  been  adduced, 
lite  yield  per  acre  of  representative  crops  in  the  Umted 
Ejngdom  —  wheat,  oats,  and  barley  —  passed  through 
cycles  of  eight  years  with  maxima  at  about  1882,  1890, 
1898,  1906,  1914,  and  these  cycles  were  synchronous 
with  those  of  France  and  the  United  States.  (The  gn^h 
is  given  in  Figure  6.) 

In  presenting  the  next  remarkable  piece  of  evidence  I 
make  use  of  a  thoughtfiil,  long  negjlected  paper*  on 
"A  Comparison  of  the  Fluctuations  in  the  Price  of 
Wheat  and  in  the  Cotton  and  Silk  Imports  into  Great 
Britun,"  by  the  late  J.  H.  Poynting,  at  one  time  Pro- 
fessor of  Physics  in  Birmingham.*  Having  in  mind, 
doubtless,  the  essays  of  Stanley  Jevons,  the  author  ex- 
pressed cautiously  the  opinion  that  "the  attempt  to 
prove  the  sunspot  or^n  of  variations  of  the  harvests 
and  crops  has  probably  led  us  somewhat  away  from  tlie 
proper  line  of  inquiry.  This,  it  seems  to  me,  should  be- 
gin with  such  a  manipulation  of  the  statistics  as  to  show 
the  true  fluctuations  whatever  they  may  be,  with  the 
effects  of  wars,  increase  of  commerce,  etc.,  as  far  as  pos- 
dble  eliminated."  ■  Accordingly  Professor  PoyntiI^^  set 
about  devising  a  method  to  reveal  the  essential  fluctua- 
tions in  the  price  of  wheat  in  England  from  1760  to 
1875.  Here  is  his  description  of  the  method: 

In  Older  to  determine  the  fiuctuationB  wo  require  to  know  sot 
only  the  actual  price,  but  iriiether  that  price  is  above  or  below  the 

1  JoBrnal  of  Um  RotbI  Btstirtic^  SoiMy,  Mudi,  IBM. 

■  "PdyntlBt  baloD(«d  to  tba  nn  tfpa  <>' HUB  iriu  an  mon  aiUIaal  «f  thdr  own  mtk 
tittn  of  tint  ptDdnead  by  othan,  Th«  nunibcr  a(  Ua  papnt  li  tlxctfora  oonpantinlr 
naklL  but  Buh  of  than  nuAi  Kims  difliiite  uil  KfMnlly  ImfiortaBt  step."  BulmMl 
■ad  SUfkv.  Britain'!  Bcdtac*  cf  BcicoM.  p.  Ifll. 

>  lommt  tH  tha  Roral  Stattotical  SocMr,  Mmfc.  18M.  p.  «». 
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avengB  Jar  Oiat  titae.  It  becomes  neceafiuy  then  to  average  the 
prices  in  some  way  bo  ss  to  obtain  a  Btandard  for  each  year,  and  m 
can  then  determine  whether  the  price  for  any  particular  year  is  hi^ 
or  low  according  as  it  is  above  or  below  tltat  standard.  I  have  fotmd 
H  sufficient  to  average  for  ten  years  at  a  time,  tiuit  is,  I  have  tabn 
as  tbe  standard  for  each  year  the  average  of  the  ten  years  of  wfaidi 
that  year  is  tbe  fifth.  If  a  curve  be  drawn  ^ose  ordinates  reixesent 
iheae  standard  prices,  it  will  be  seen  at  once  that  all  the  lai^er  ii- 
regularitiee  are  neariy  smoothed  down.  .  .  . 

It  would  DOW  be  possible  to  represent  the  rises  and  falls  in  ptite  by 
oomparing  the  price  for  each  year  with  the  standard  for  that  year. 
But  there  are  so  many  irreguIaritieB  of  short  duration,  say  two  « 
three  years,  that  it  is  more  convenient  to  take,  instead  oi  the  price 
for  eadi  year,  ttie  average  for  a  short  period,  and  for  this  purpcee  I 
adopt  four  years.  The  price  for  any  one  year  then  to  be  compared 
witb  the  standard,  is  tbe  average  for  the  four  years  of  which  that 
year  is  the  second. 

Were  there  only  very  small  variationB  in  the  standard,  it  would 
be  sufficient  to  take  tbe  diSerenoe  between  the  ten-yearly  and  the 
four-yearly  averages.  But  tJie  standard  varies  very  cooaideratdj. 
.  .  .  The  higher  the  standard,  tbe  greater  are  the  differences  be- 
tween it  and  the  foui-yeaiiy  average.  To  obtain  results  whidi  nu^ 
be  compared  with  each  other  at  different  times,  this  effect  of  diange 
of  standard  must  be  eliminated.  This  may  be  done  by  finding  what 
percentage  the  four-yeariy  is  of  the  ten-yeariy  average.' 

The  numerical  results  of  tbe  application  of  this 
method  to  the  prices  of  wheat  in  En^and  from  1760  to 
1875  are  given  in  Table  IV  and  are  graphed  in  Figure  6. 
After  Professor  Poynting  had  made  hu  computations 
following  the  method  which  has  just  been  described  and 
had  written  his  paper,  he  had  the  good  fortune  to  have 
it  read,  before  its  publication,  by  Professor  George 
Oabriel  Stokes '  than  whom  there  was  probably  no  one 

>  Jooiul  at  Out  Vitmi  StatMiMl  SoeWr.  M«di.  ISH,  m.  36, 17. 
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better  equipped  to  pass  judgment  upon  the  mathe- 
matical implications  of  the  Poynting  meUiod  of  curve 
amootiiing.  Professor  Poynting's  conclufflons  from  the 
observations  of  his  eminent  critic  are  ^ven  in  these 


Thus  the  effect  of  the  avera^ng  procees  is  practically  to  deotn^ 
aU  harmomcs  below  five  yean,  to  save  owr  half  the  amiilitude  at  six 
years,  a  ^eater  amount  up  to  eig^t  years,  vhea  about  five-eiztlui  is 
saved,  and  bej^nd  that  a  continually  decreasing  amount,  though  at 
fifteen  years  still  neariy  one4ulf  is  saved.  .  .  .  Thus  irtiile  for  ei^t, 
nine,  and  ten-year  periods  the  procees  saves  about  80  per  cent  of  the 
coefficient,  it  falls  to  60  per  cent  on  the  one  side  for  six  years,  and  to 
46  per  cent  on  the  other  for  sixteen  years.' 

With  Has  hxgB  proportion  of  the  amplitudes  of  pos- 
sible cycles  between  six  and  sixteen  years  in  length  pre- 
served by  the  process  of  curve  smoothing,  one  would 
suppose  that  the  author  would  have  been  eager  to  know 
whether  there  was  any  r^ularity  in  bis  data.  But 
Professor  Poynting's  caution  led  him  to  stop  at  the  most 
interesting  phase  of  his  investigation.  The  Chairman  of 
the  meetii^  of  the  Statistical  Society  at  which  the  paper 
was  read,  Sir  Bawson  W.  Bawson,  was  at  pains  specifi- 
cally to  point  out  that "  Professor  Poyntii^  did  not  sug- 
gest that  there  were  periods,  or  cycles  of  prices  or  <rf 
anythii^  dtmlar.  He  had  merely  adopted  a  ten  year's 
period  for  forming  an  averse,  in  order  to  establish  a 
curve  for  the  examination  and  comparison  of  periodici- 
ties of  every  kind,  and  did  not  suggest  that  there  were 
periods,  or  cycles  of  prices,  or  anything  dse."  ■ 

We  now  ask  the  definite  question:  Is  there  endoiee 
that  cycles  in  the  yield  of  ^eat  recurred  in  the  interval 

ma  dond  cmr  ha  atsJoBS  Mnd,  EalrlB  WH  htud  Is  BT : '  Btdaa  i(  r*w.  Hid  I  ibaS 
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from  1760  to  1875?  By  the  applicaticm  of  the  method  of 
the  periodogram  we  have  found  that  in  the  yield  per 
acre  of  the  leading  crops  in  the  United  States,  in  the 
United  Kingdom,  and  in  France,  there  are  cycles  of  ap- 
proximately ei^t  years,  and  these  eight-year  cycles  in 
the  three  coimtries  are  synchronous.  We  have  also 
found  that  the  prices  of  the  crops  in  the  United  States 
are  closely  correlated  with  the  yield  per  acre,  tiie  coeffi- 
cients of  correlation '  ranging  from  r  —  — ^tor-t  —.9 
and  averaging  r  —  —  .7. 

It  would,  therefore,  seem  Intimate  to  assume  titat  if 
there  were  cycles  in  the  price  of  wheat  in  En^and  from 
1760  to  1875  during  a  large  part  of  which  time  the  im- 
portation of  grain  was  restricted  in  consequence  either  of 
wars  or  of  com  laws,  then  there  were  cycles  of  like  period 
and  opposite  phase  in  the  yield  per  acre  of  the  crops. 

If  we  compute  a  Eone  cxirve  with  a  period  of  ^ght 
years  for  the  FoynUng  smoothed  index  numbera  of  the 
price  of  wheat,  which  are  (^ven  in  Table  IV,  we  find 
(Figure  6)  that 

(1)  The  curve  fits  the  observations  surprisingly 
well  throu^out  the  116  years  of  the  record  ex- 
cept for  the  interval  of  th&  wars  of  the  French 
Revolution  and  the  Napoleonic  wars; 

(2)  The  eight-year  cycle  in  the  price  of  wheat,  in 
consequence  of  the  law  of  demand,  reveals  an 
eight-year  cycle  in  the  yield  per  acre  of  wheat 
continuous  with  the  ed^t-year  cycle  alieat^ 
established  for  the  crops  of  the  United  King- 
dom *  from  1884  to  1914.  The  contmuity  of 
tiie  cydes  is  shown  in  Figure  6. 

(3)  Hie  cycles  in  the  yidd  per  acre  of  the  crops 

<  *X]MMBtlBS  Crdw  U  nodneta  tad  Prion,"  Qnutelr  JootMl  at  Jtiwmtmilm. 
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from  1760  to  1913  gaterated  derived  cycles  in 
the  prices  of  oi^uoic  raw  materials  of  prodiw- 
tion  which,  in  consequence  of  Vba  law  of  com- 
petitive  price,  must  have  tended  to  indoee 
ed^t-year  cydea  in  the  general  prices  of  com- 
modities; 
(4)  The  analyaa  of  the  Sauerbeck  index  numbas 
shows  that,  as  a  matter  of  fact,  during  the 
century  for  which  the  Sauerbeck  numbers  an 
given,    1818-1913,   general  prices  did  pass 
through  cycles  of  ^proximately  ei^t  yean. 
In  Figure  6  an  ei^t-year  cycle  is  fitted  to  the  residuals 
of  the  Sauerbeck  index  numbers.  We  found  in  our  anal- 
ysifl  of  the  Sauerbeck  resduals  that  the  equation  to  the 
indicated  cycle  of  8.73  years  was 

/36(f  \ 

and  t^t  the  equation  to  the  indicated  cycle  of  7.38 

(360°  \ 

=-^(  +  »2'j.    Theei^t-ycM 

cycle  which  is  representative  of  the  Sauerbeck  residuals 

in  Figure  6  was  constructed  from  these  two  equations  in 

the  follovnng  way:  Its  period  of  eight  years  is  tiie  mean 

8.73+7.38 
of  the  periods  of  these  two  cydea r 8.05; 

the  amplitude  of  the  ei(^t-year  cycle  is  the  mean  of  the 

amplitudes  of  these  two  cycles,        .       —  3.45;  and 

the  phase  of  the  dght-year  cycle  is  the  mean  of  the 

idiases  of  the  two  cycles  — - —  -  50°  30'.   It  mil  be 

seen  from  Figure  6  that  the  eight^year  cycles  in  the  oen- 
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tury  of  Sauerbeck's  index  numbers  were  ^>pnmmat^ 
synohronous  with  the  corresponding  cycles  in  the  indi- 
cated yield  per  acre  of  the  British  crops.  The  dght- 
year  cycle  in  the  crops  is  proved  to  have  persisted 
throu^out  nearly  the  whole  period  of  159  yean  from 
1760  to  1018  (the  investigation  of  the  American  crops 
was  carried  through  1918)  or  for  an  interval  of  twenty 
cycles  of  dght  years  in  length.  This  generating  eight- 
year  cycle  in  the  crops  induced  derived  cycles  ot  prices 
viiieh  are  reflected  and  verified  in  the  century  of  Sauer- 
beck index  numbers  of  general  wholesale  prices. 

Hbnht  Ludwsll  Moobb. 
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APPENDIX 


-  Saubbbick'b  Ihoex  Nuhbebb  op  GBmsAL 
Whoiabalb  Pbickb 


Tiv 

iHia 

Tau 

Iiid« 

Y-r 

L>d« 

Tw 

luta 

Nombar 

NualMr 

NioBbm 

Nmmlm 

1818 

142 

1842 

91 

1866 

102 

1800 

72 

1819 

121 

1843 

83 

1867 

100 

1891 

72 

1820 

112 

1844 

84 

1868 

99 

1892 

68 

1821 

loe 

1845 

87 

1869 

OS 

1893 

68 

1822 

101 

1846 

89 

1870 

96 

1894 

63 

1823 

108 

1847 

95 

1871 

100 

1885 

62 

1824 

106 

1848 

78 

1872 

109 

1886 

61 

1826 

117 

1849 

74 

1873 

111 

1897 

62 

IS2fl 

100 

ISSO 

77 

1874 

102 

1896 

64 

1827 

97 

18S1 

76 

1876 

96 

1899 

68 

1828 

97 

1852 

78 

1876 

95 

1000 

76 

182g 

W 

1858 

as 

lan 

94 

1901 

70 

1830 

91 

1854 

102 

1878 

87 

1903 

60 

1S31 

02 

1855 

101 

1879 

83 

1903 

60 

isaa 

89 

1850 

101 

1S80 

88 

1904 

70 

1833 

91 

1857 

106 

1881 

8S 

1905 

72 

1834 

90 

1868 

91 

1SS2 

84 

1906 

77 

1835 

92 

1869 

94 

1883 

82 

1007 

80 

1830 

102 

1800 

90 

1884 

76 

1008 

73 

1837 

9« 

1861 

OS 

1885 

72 

1900 

74 

1838 

99 

1862 

101 

1886 

69 

1910 

78 

1830 

lOS 

1863 

103 

1887 

68 

1911 

80 

1840 

lOS 

1864 

105 

1888 

70 

1012 

86 

1841 

100 

1866 

101 

1880 

72 

1013 

85 
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Tabu  H.  —  Hwultb  of  Fototoi  Analtsm  of  8AU»Ba»CE'a  Iinwx 

Ti«, 

Y^ 

' 

A' 

^ 

tI. 

' 

b 

1 

ee.o 

-  3.46 

+10.60 

124.42 

13 

7.4 

+8.12 

-  .11 

9.74 

2 

48.0 

+11.27 

+  7.96 

180.40 

14 

a.« 

+2.12 

+1.77 

7.32 

S 

32.0 

+  1.08 

+    .76 

1.78 

15 

fl.4 

+  .81 

+  .17 

.41 

4 

24.0 

+  2.95 

+    .70 

9.17 

16 

6.0 

+1.07 

+  .29 

2.86 

S 

19.2 

+  4.18 

+  3.28 

28.23 

17 

8.e 

+  .88 

+  .72 

1.30 

6 

lao 

-  1.08 

+  3.46 

13.13 

18 

S.8 

+  .M 

+2.03 

4.48 

7 

13.7 

+    .78 

+    .76 

1.19 

19 

6.U 

+  .04 

+  M 

.44 

8 

12.0 

+  1.88 

+    .73 

3.95 

20 

4.K 

+  .29 

+  .75 

.63 

9 

10.7 

+  1.18 

-     .02 

1.40 

21 

4.a 

+1.38 

+  .48 

2.14 

10 

9.6 

+  2.00 

-    .92 

4.86 

22 

4.4 

+  .03 

+1.04 

2Jda 

11 

8.7 

+    .61 

+  8.76 

14.52 

23 

4.2 

+  .80 

+  .63 

1.03 

12 

8.0 

+  1.36 

-    .61 

2.12 

24 

4.0 

+  M 

-  .10 

.10 

Tabub  ni.  —  RmncAU  of  Sausbbbck's  Index  NmaiBa 
OF  Qmsmmu.  Wholbsalb  Pbicbs 


T<u 

B^du] 

Y«u 

IlMldul 

Y«r 

B^dntl 

T«r 

lUiU^I 

1818 

+42.4 

1842 

-  1.2 

1868 

+  3.9 

1890 

+  7.7 

1819 

+17.7 

1843 

-  6.7 

1867 

+  IJ 

1891 

+  a6 

1820 

+  6.5 

1844 

-  0.9 

1868 

-   1.0 

1892 

+  6.2 

1821 

-  2.6 

1845 

+  6.3 

1869 

-  3.2 

1803 

+  6.2 

1822 

-  8.4 

1846 

+  9.7 

1870 

-  6.0 

1804 

-  0.6 

1823 

-  6.8 

1847 

+17.0 

1871 

-  2.8 

1806 

-  2.4 

1824 

-  1.7 

1848 

+  0.2 

1872 

+  5.9 

1896 

-  4.7 

1825 

+11.6 

18ti» 

-  4.8 

1873 

+  S.2 

1897 

-  6.8 

1826 

-  2.4 

1850 

-  4.1 

1874 

+  0.3 

1898 

-  5.0 

1827 

-  2.4 

1851 

-  9.0 

1875 

-  4.3 

1899 

-  2.6 

1828 

+  0.4 

1852 

-  9.5 

1876 

-  8.3 

1000 

+  8J1 

1829 

-  1.3 

1853 

+  8.7 

isn 

-  1.9 

1901 

-  2.9 

1830 

-  1.8 

1854 

+  7.3 

1878 

-  6.8 

1902 

-  4.5 

1831 

-  0.4 

1855 

+  2.5 

1879 

-  7.6 

1903 

-  4.7 

1832 

-  3.6 

1856 

+  1.0 

1880 

+  0.5 

1904 

-  4.1 

1833 

-  2.8 

1867 

+  3.8 

1881 

+  0.3 

1905 

-  2.4 

1834 

-  6.6 

1858 

-10.9 

1882 

+  2.0 

1906 

+  2.1 

1885 

-  6.8 

1860 

-  7.9 

1888 

+  2.7 

1907 

+  4.1 

1838 

+  8.0 

1880 

-  2.1 

1884 

-  0.7 

1908 

-  4.4 

1837 

-  6.2 

1881 

-  2.2 

1885 

-  2.4 

1909 

-  6.8 

1838 

-  1.6 

1862 

+  1.8 

1886 

-  2.9 

1910 

-  4.8 

1830 

+  8.2 

1868 

+  4.8 

1887 

-  1.7 

1911 

-  6.6 

1840 

+  4.9 

1864 

+  7.2 

1888 

+  2.8 

1912 

-  6.7 

1841 

+  4.6 

1866 

+  8.3 

1889 

+  6.1 

1913 
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Tabu  IV.  —  Formtira  Imdkz  Nrntamas  or  ma  Pucs  or 

Wheat  Pxb  Quaxtxv  in  ENOuitD  fkoii  1760  to  1875. 

Mm  •■  Tkm-Ybab  Avnuco  or  tHi  Abboldtb  Fmcsb  or  Wbut 

M4  >  FOUB-YSAB  AVXBAOE  OT  TSB  ABaOLTTTS  PBICBS  OT  W^UT 


T«i 

'ffiSf 

Ton 

P^-On. 

T«H 

'SSSf 

Tw 

IBS' 

ll^U. 

Ut/Ui. 

il4/Mm 

mflt. 

1760 

82.8 

1789 

106.0 

1818 

116.6 

1847 

itLe 

1761 

82.2 

1790 

08JS 

1819 

103.6 

1848 

ioa.6 

1763 

92.1 

1791 

90.0 

1820 

87.9 

1840 

84.2 

1763 

98.1 

1792 

87.1 

1^1 

82.6 

1850 

75.0 

1764 

101.8 

1793 

98.1 

1822 

86.2 

ISSt 

78.0 

176J 

111.6 

1794 

110.7 

1823 

96.0 

1852 

918 

1766 

112.9 

1795 

102.3 

1824 

108.8 

1853 

112.9 

1767 

104.8 

1796 

91.9 

1826 

105.0 

1854 

126.4 

1768 

101.4 

1797 

86.4 

1826 

101.7 

185S 

124.6 

1769 

94.8 

1798 

B7.0 

1827 

98.6 

1856 

I0&5 

1770 

93.8 

1799 

117.4 

1828 

100.9 

1S67 

02^ 

1771 

100.2 

1800 

121.1 

1829 

107.0 

1858 

8M 

1772 

107.7 

1801 

117.8 
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FUNDAMENTAL  PROBLEMS  OF  FEDERAL 
INCOME  TAXATION 

SUMMARY 

Tha  problem:  what  is  the  Bound  aod  enduring  Bohitica  oF  the  tut 
problemT  L  The  aurt&XES.  (1)  The  mirtase*  eicemive.  Their  dodin- 
ing  yield,  529.  —  (2)  Tax-free  aeeoritiefl,  630.  —  (S)  Cu  Hib  leaks  be 
•t<q>pad,  SS2.  —  (4)  Tax  morality,  536.  —  (6}  Theoiy  of  surtazee,  6S7. 

—  (fl)  The  soiaitifio  solution,  S89.  —  The  immediate  soluticm,  540.  — 
IL  beome  taxes  on  oorporatiotia  and  buauteee.  (8)  The  innome  tax 
as  a  produoer's  or  buainesB  tax,  641.  —  (9)  Bel&tJon  between  personal 
and  buBineaB  income  taxes,  6^2.  —  (tO)  Tbo  proposed  corporation  sur- 
tax, M4.—ni.  Basis  of  the  BuineH  Tax,  MS.  —  (11)  Shiftinc,  S4S. 

—  (12)  Simplidtjr  versus  equity,  561. 

Thb  strain  of  war  and  reconstruction  has  severely 
tested  the  income  tax,  and  has  brought  into  high  relief 
both  its  virtues  and  its  defects.  It  has  proved  elastic 
and  marvelously  productive.  At  the  outbreak  of  the 
World  War  (in  the  fiscal  year  1914)  the  income  tax,  per- 
sonal and  corporate,  was  producing  about  $70,000,000  a 
year,  less  than  10  per  cent  of  the  ordinary  receipts;  and 
at  the  close  of  the  fiscal  year  1917  its  yield  had  been  in- 
creased, by  easy  stages,  to  $387,382,343,'  or  nearfy  one- 
third  of  the  ordinary  receipts.  Then  witii  our  entrance 
into  the  war,  it  showed  its  real  possibilities.  The  collec- 
ti<mB  of  income  and  profits  taxes  in  the  fiscal-year  1918 
ran  to  $2,839,027,938  (68  per  cent  of  the  ordmaiy 
receipts),  and  two  years  later  to  $3,956,936,003.  In 
essentials  the  tax  responded  superbly,  wh^i  brought  to 
tiie  test.  It  was  paid,  during  the  war,  without  wholesale 
remissions  or  postponements,  without  causing  acute  dis- 
tress and  without  violent  complaint. 
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'With  the  cessation  of  war  and  the  ^pearance  oi  in- 
dustrial depression,  however,  the  situation  has  changed. 
Id  order  to  prevent  the  heavy  rates  from  actually  bank- 
rupting taxpayers,  a  great  number  of  complicated  de- 
vices have  been  introduced,  so  that  the  statute  is 
imderstandable  on^  by  ^perts,  and  the  Tnalring  d 
returns  (troublesome  to  everyone)  requires  in  the  case 
of  lai^  business  concerns  laborious  readaptation  of 
accoimts  and  usually  the  employmoat  of  expert  aid. 
These  complexities  have  in  turn  swamped  the  adminla- 
trative  machine,  and  the  burden  of  tiie  tax  has  been 
aggravated  by  uncertunty  arisii^  from  dc^y  in  the 
examination  and  audit  of  returns.  "The  taxp^er  is 
never  through."  He  never  knows  when  he  may  be 
vifited  with  a  large  demand  for  back  taxes.  Theae 
and  other  factors  have  greatly  stimulated  avoidance, 
not  to  say,  evasion  of  the  tax.  Revalues  have  been  fall- 
ing off,  particularly  the  collections  from  richer  tax- 
payers. It  is  estimated,  for  example,  tiiat  taxpayers 
subject  to  the  personal  tax,  with  incomes  ov&  $100,000, 
M^o  reported  net  mcome  of  tl,606,516,153  for  1917» 
returned  approximately  only  $600,000,000  for  1920. 
And  the  shrinkage  in  1921  is  likely  to  be  even  greater. 

Plainly,  there  is  "something  the  matter  with  the  in- 
come tax."  About  the  necessity  of  thoroly  revising  the 
income  tax  law  at  this  session  of  Congreas  th^e  is  gen- 
eral i^reement.  But  what  are  the  deeper  defects,  to 
what  ext«it  and  in  what  way  can  they  be  corrected? 
To  i^iat  extent  is  it  hopeless  to  look  for  a  real  remedy? 
And  finally,  are  the  incurable  defects  so  grave  that  we 
should  seek  a  substitute  more  promiang  —  or  less  re- 
pulfflve? 

To  questions  of  this  type  the  following  diseusdon 
is  addressed.  It  haa  in  view  the  very  practical  end  cH 
contributing,  if  possible,  to  a  sound  and  endurii^  solu- 
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tion  of  the  tax  problem  which  now  confronts  Congress. 
No  attempt  has  been  made  to  confdder  minor  questions. 
It  need  hardly  be  said  that  the  views  and  opinions  ex- 
[nessed  are  purely  personal. 

I 

Th£  Sdbtaxes 

1.  Excessive  surtax  rates.  The  key  to  tax  reviaon  — 
and  at  once  the  simplest  and  most  difficult  tax  problem 
before  Congress  —  is  the  proper  fixation  of  the  upper 
surtax  rates.  It  is  charged  that  those  rates  are  excessive, 
that  tiiey  practically  force  wealthier  taxpayers  to  avoid 
or  evade  the  tax,  that  their  yield  is  BTni't^Tfitig  rapidly, 
and  that  the  current  of  free  investment  funds  has  been 
diverted  from  railway  and  industrial  bonds  to  tax-free 
securities,  with  consequent  repression  of  private  ent^** 
prise  and  a  corresponding  fillip  to  municipal  and  state 


The  last  chai^  impresses  the  writer  as  exa^^rated; 
but  the  rem^der  seem  amply  supported  by  the  evi- 
dmce.  The  revenue  agents  and  other  tax  officials  who 
examine  the  acootmts  of  wealthier  taxpayers,  the  bank- 
en  and  ia,wyen  who  advise  them,  the  accountants  and 
tax  consultants  ^o  prepare  their  returns  for  them,  all 
agree — with  substantial  imanimity  so  far  as  I  have 
been  able  to  learn  —  that  in  large  measure  the  weatthiw 
taxpajrers  are  in  one  way  or  another  avoiding  the- upper 
surtaxes. 

Income  tax  statistics  confiirm  tJlie  cbaiges,  altho  they 
are  hardfy  complete  enouf^  to  prove  them.  The  prin- 
dpal  figures  are  grouped  in  the  tabular  statements  be- 
low. Between  1916  (when  rates  were  low)  and  1918 
when  the  war  rates  were  in  full  effect,  the  number  of 
returns  and  the  a^pngate  amount  of  net  income  in- 
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creased  greatty.^  But  tiie  income  of  the  yei7  rich  (as 
ilhistrated  by  incomes  of  more  than  9300,000)  npoited 
for  puipoeee  of  ta:ation,  fdl  (^  in  a  way  which  can 
hardty  be  otherwise  expluned  than  as  a  result  of  avod- 
anoe  throu^  the  devices  described  below.  It  has  been 
BBMited  that  the  actual  incomes  of  the  rich,  particulaify 
dividends,  decreased  in  1918.  But  this  assertion,  which 
m^  be  true  in  minor  part,  does  not  explun  the  shrink- 
age of  interest  mcome  among  the  very  rich,  nor  the 
rapidity  o(  the  decline  in  their  dividend  income.  Divi- 
dends nu^  have  been  slif^tly  smaller  in  1918  than  in 
1917,  but  not  46  per  corit  smaller  (as  among  the  veiy 
rich),  except  as  a  result  of  transferring  investments  into 
tax-4ree  securities,  cplitting  up  fortunes  by  ^ts,  incor- 
porating personal  holdings  of  property,  and  in  genoal 
utilizing  the  means  by  which  taxaUe  income  may  be 
grea^  reduced  below  actual  inccnne, 

2.  Tax-free  aeeuriHee.  There  is  no  reason  to  believe 
that  the  shrinkage  in  the  yield  of  the  upper  surtaKB  is 
ascribable  principal^  to  the  baleful  influence  of  the  tax- 
free  bonds.  Whilst  wealthy  men  have  unqueetaonaUy 
transfored  large  sums  from  taxable  investments  to  this 
tax-ercmpt  field,  the  w«^t  (^  the  testimony  is  to  the 
effect  that  the  other  factors  and  devices  noted  hereafter 
are  in  the  af^regate  reqransible  for  more  "av<Hdanoe" 
than  investment  in  tax-free  bonds.  And  it  is  not  at  all 
necessary  that  them  shall  be  outstanding  enough  tax- 
free  securities  to  abscvb  all  of  the  transferable  wealth  oi 
the  very  rich,  in  order  that  the  tax-free  securify  diould 
do  its  deadly  work.  It  makes  very  little  difference 
whetii«r  them  are  ei^t  or  eighteen  billi<ais  of  "tax- 
eocen^ts"  outstanding,  altho  it  is  known  that  the  aggre- 


^dbyGoogle 


rSDMRAL  INCOMS  TAXATION  I 

Nar  iKcom  ahd  CsBTAUf  CLASsm  thmbbot  Rifobtkd  bt 

"All  Clasbxb"  ams  bt  Pkbsons  wits  Iitoomis 

OvzR  1300,000 


1916 
1917 
1918 


3,473,890 

4,436,114 


S  6,299 
13,663 
1S,S26 


33,217 
8,786 
8,872 


DfaUtB^OilmmioM) 


1916 
1917 

1918 


33,136 
2,849 
3,469 


gate  KEceeds  the  lower  figure.  What  is  certam  is  that 
the  quantity  is  ample  to  accommodate  ail  tiie  invest- 
mente  of  the  veiy  rich  who  cannot  reduce  thor  surtaxes 
h^  some  of  the  other  devices  available. 
Jj^HowBVCT,  statistics  and  extended  argument  on  this 
point  seem  to  the  writer  superfluous.  The  essentia!  fact 
is  that  tax-free  bonds  of  the  best  class  can  be  purchased 
in  large  volume  at  a  price  to  yield  6  per  cent  a  year,  or 
more,  and  that  a  taxpayer  subject  to  the  maximum  73 
per  cent  rate  would  have  to  secure  from  an  industriid 
securify  or  other  taxable  property  more  than  18  per  c^it 
to  make  the  taxable  investment  as  profitable  as  the  tax- 
less investment.  In  Wisconsin,  where  the  maximum 
state  income  tax  now  exceeds  13  per  cent,  a  taxpayw 
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Eubject  to  the  highest  state  and  federal  rates  would 
have  to  recdve  36  per  cent  from  a  taxable  investnient  to 
make  it  as  productive  as  a  5  per  cent  tax-exempt  hoxA. 
Such  a  possibility  alone  is  raiou^  to  destroy  in  the  long 
run  the  potency  of  a  65  per  cent  surtax.  While  wealthy 
investors  can  make  from  5  to  6  per  cent  on  tJlieir  money 
with  the  best  security  and  with  little  or  no  liability  to 
taxation,  it  seems  idle  to  suppose  that  they  will  vol- 
untarily embark  in  investmraits  ordinarily  accompanied 
\xy  more  risk,  which  will  yield  after  payment  of  the  tax 
much  leas  than  5  per  cent. 

3.  Can  ihe  leaks  be  atoppedf  Is  it  practicable  so  to 
amend  the  law  that  wealthier  taxpayers  will  be  com- 
piled to  pay  the  surtaxes  imposed  by  law?  As  a  prac- 
tical matter,  it  seems  plain  that  a  n^^tive  answer  must 
be  given. 

(a)  Take  first  the  haven  of  refuge,  the  outstanding 
state  and  municipal  bonds.  For  the  far  future  nothing  is 
more  important  than  the  clodng  of  this  refuge.  But  it 
will  require  an  amendment  to  the  Federal  Constitution, 
the  ratification  of  which  will  consume  conEoderable  time; 
and  it  would  be  neither  just  nor  politically  possible  to 
make  the  amendment  apply  to  the  now  outstanding 
state  and  mimicipal  bonds.  In  abort,  this  av^iue  of 
avoidance  must  remain  open  for  ten  or  fifteen  years  at 
least. 

Theoretically,  this  evil  could  be  mitigated  at  once, 
^y  &PPly™S  the  surtax  rates  to  the  entire  income  includ- 
ing tax-free  interest  and  then  deducting  a  proportion  of 
the  tax  equal  to  the  proportion  of  the  entire  income 
which  is  ao  e^ren^t  (as  has  been  repeatedly  recom- 
mended by  the  Treasury  Department  m  the  i^st).  An 
even  sampler  but  more  drastic  remedy  would  be  to  con- 
strue the  tax-free  income  as  exonpt  from  the  lower 
brackets  d  the  surtax  —  not  from  the  top  brackets  as 
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at  present.  But  tiieee  proposals  have  been  repeatedly 
rejected  by  the  two  Congressionat  conunittees  in  charge 
of  tax  legpyslation.  They  r^ard  them  as  complex  and 
(A  doubtful  constitutionality,  and  they  probably  have 
little  real  chance  of  adoption. 

(6)  Many  rich  men  escape  surtaiffis  by  incorporating 
their  property,  the  holding  corporation  receiving  the  in- 
come and  distributing  to  the  owner  only  such  part  of  the 
income  as  the  latter  desires  to  spend.  The  rate  of  the 
corporation  income  tax  is  only  10  per  cent.  Where  the 
yield  upon  the  investment  does  not  exceed  8  per  cent, 
tbere  is  no  excess-profits  tax  to  pay. 

The  federal  income  tax  has  contained  smce  1916  a 
rather  harsh  provision  aimed  at  taxpf^rers  who  avail 
themselves  of  the  corporate  form  of  organisation  in 
order  to  avoid  surtaxes;  but  this  provision  —  now  found 
in  Section  220  of  the  Bevenue  Act  of  1018  —  is  prac- 
tically a  dead  letter,  and  has  been  so  from  its  inception. 
It  requires  (probably)  the  government  to  prove  an  in- 
tent to  evade.  Some  idea  of  the  charact^  of  this  prob- 
lem may  be  gathered  from  the  fact  that  the  worst  cases 
of  this  kind  which  have  come  to  my  attention  —  i.  e., 
oases  where  the  largest  amounts  of  enirtax  were  avoided 
—  are  cases  in  which  the  corporation  was  formed  before 
the  adoption  of  the  16th  Amendment.  The  one-man  or 
"perBonal"  corporation  which  serves  as  the  means  of 
avoidance  under  discussion  is  innocent  enough  in  itself 
and  is  an  obvioiuly  desirable  form  of  business  oigaoiza^ 
tion  fen-  certain  purposes.  Congress  is  not  likely  to  out- 
law it. 

(e)  To  an  even  greater  extent  rich  men  have  recent^ 
divided  their  property  by  gift,  conv^ing  it  usually  to 
members  of  the  family  and  so  dividing  the  former  in- 
ctsae  into  several  parts.  Practically  Hia  same  result 
(for  present  purposes)  is  reached  in  a  number  of  south- 
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em  and  western  states  by  the  commumty-property 
laws  which  bring  about  a  division  of  the  ordinary  family 
income  between  husband  and  wife. 

Theee  are  major  evils  which,  tJlieoretically,  could  be 
remedied  rather  easily.  Gifts  could  be  made  subject  to 
the  income  or  eetate  tax;  or  the  difference  between  the 
original  cost  and  the  value  of  the  gift  when  tranef erred 
to  the  donee  mi^t  possibly  be  taxed  either  to  donor  or 
donee.  (If  neither  is  done  the  gift  should  certainly  be 
valued  in  the  hands  of  the  dcmee  on  the  basis  of  its 
original  cost  to  Uie  donee,  for  the  purpose  of  computing 
profit  or  loss  in  case  of  subsequent  sale  by  the  dtntee.) 
And  the  community-property  problem  could  be  solved, 
along  with  a  number  of  minor  evils,  by  malring  family 
income  the  basis  of  the  tax,  as  is  done  in  'Wiaccmi^n. 
Some  action  along  these  lines  will  possibly  be  taken. 
It  is  sorely  needed.  But  it  would  be  rash  to  conclude 
that  all  these  holes  will  be  effectivdy  stopped. 

(d)  Much  income  has  been  wiped  out  by  the  volun- 
tary taking  (through  sale)  of  losses  on  aecuritiee,  the 
taxpi^er  holding  assets  which  have  appreciated  and 
selling  l^ose  which  have  depreciated  in  value  ance  tliedr 
acquisition.  Further,  a  nxunfaer  of  wealthy  men  have 
delibOTatdy  placed  large  sums  of  money  in  promiang 
but  unproductive  investments,  the  yidd  from  which 
will  be  realised  at  some  future  date  Y/hea  ihey  hope 
that  tax  rates  will  be  lower. 

The  latter  device  is  probiUily  not  an  important  souioe 
of  leakage,  and  I  see  no  reason  ^rky  an  attempt  to  block 
it  should  be  made.  The  former  raises  the  whole  questi(Hi 
of  the  expediency  of  taxing  gains  derived  or  recognixing 
loss  sustained  from  the  sale  of  ca|ntal  assets.  XJnf<n<- 
tunately,  tite  two  go  together.  We  can  disallow  deduo* 
tion  for  the  losses,  if  we  are  willing  to  e»mpt  the  gains; 
but  it  is  very  unlikely  that  Congress  will  go  back  to  the 


^dbyGoogle 


FBDBBAL  INCOME  TAXATION  535 

old  rule  of  taxing  the  gtuns  and  ignoring  the  losses,  or  of 
allowing  the  losses  only  to  the  extent  of  the  correspond- 
ing gains.  In  the  opinion  of  the  writer  capital  gains  and 
losses  should  be  recognized  for  purposes  of  the  normal 
tax,  and  excluded  for  purposes  of  the  surtax.  This  is 
tantamount  to  a  substantial  limitation  of  the  tax  on 
capital  g^ns,  a  solution  of  tiie  problem  T^ch  has  been 
urged  by  many  able  students  of  federal  taxation. 

(e)  There  can  be  little  doubt  that  both  among  cor- 
porations and  other  taxpayers,  the  extrrane  war  rates  of 
the  excess-profits  and  income  taxes  have  been  respon- 
sible for  much  extravi^uit  and  doubtful  expenditure. 
A  partoerahip  irtiose  members  were  subject  "at  the 
top"  to,  say,  a  65  per  cent  tax,  could  spend  money  for 
advertising  or  in  wage  bonuses  at  a  net  cost  to  the  part- 
ner^p  of  on^  35  cents  on  the  dollar/  And  among  tax- 
payers not  engaged  in  business,  the  higher  surtaxes  have 
in  some  cases  stimulated  extravagant  personal  expendi- 
tures, altho  these  expenditures  could  not  be  treated  as 
"deductions." 

Here  ^;ain,  a  limit  could  be  placed  cm  abnormal  ex- 
penditures for  advertising,  the  taxpayer  bdng  required 
to  charge  the  excess  over  the  ordinary  annual  exprai- 
diture  to  capita  account.  And  deductions  for  wage 
bonuses  could  be  d«iied,  as  under  the  eariier  income 
tax  laws.  But  the  one  remedy  is  difficult  and  the  other 
unwise;  and  no  remedy  can  prevent  excessive  rates  from 
discoursing  saving. 

Surveying  all  these  leaks  and  the  proposed  methods  of 
stopping  them,  it  is  reasonably  certain  that  they  cannot 
all  be  adopted.  Several  are  of  doubtful  constitutionality 
and  one  or  two  savor  of  legislative  desperation.  "  Hard 
cases  make  bad  laws."  Restoration  to  health  is  not  to 
be  found  in  the  desperate  remedies  that  kill  or  cure.  It 
is  to  be  found  in  a  return  to  bearable  and  enforceable 
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rates.  Conadering  the  morale  of  the  taxpayer,  as  it  is 
DOW  and  as  it  can  be  made  in  the  next  few  years,  the 
volume  of  tax-free  Becurities  outstanding,  the  weakness 
of  the  administrative  machine,  and  the  years  that  will 
be  required  to  perfect  it,  the  dmple  truth  is  that  we  are 
overbuTdemng  the  income  tax.  Nothing  is  more  com- 
mon in  the  history  of  taxation  than  the  demoralizaticai 
of  what  has  been  a  good  tax,  as  taxes  go,  by  increasing 
its  rates  until  the  breaking  point  is  reached. 

4.  Tax  morality.  It  should  never  be  forgott^i  that 
the  income  tax  rests  for  its  success  primarily  upon  the 
fatmesty  of  the  taicpayer.  If  taxpayers  generally  deare 
to  destroy  or  falafy  records,  it  is  in  my  opinion  pne- 
tical^  impossible  to  prevent  it.  The  morale  of  the  tax- 
payer may  be  depended  upon  so  long  as  the  rates  do  not 
"reach  his  price."  But  when  the  tax  takes  more  than 
one-half  of  the  income  the  honesty  of  the  taxpayer  be- 
yond doubt  begins  to  crumble.  In  my  opinion,  except  in 
time  of  war  or  emergency,  it  b^ins  to  crumble  when  it 
takes  more  than  one-third  of  the  income.  All  otiier 
aspects  of  the  question  are  more  or  less  insignificant 
compared  to  this.  Extreme  rates  disint^rate  the  very 
foundation  of  the  tax.  It  is  well  to  remember  that  the 
favorable  opinion  of  the  income  tax  which  has  berai 
created  in  the  last  generation  or  two  rests  for  the  most 
part  upon  experience  with  income  taxes  which  did  not 
exceed  6  per  cent.  When  the  Wisconffln  income  tax 
with  a  TTiftvimiim  rate  of  6  per  cent  was  adopted  in  1911, 
it  was  regarded  as  an  experimental  and  in  mat^  respects 
as  an  extreme  tax.  The  world  has  had  no  expeiieaice 
over  any  considerable  period  of  time  with  national  in- 
come taxes  carrying  rates  in  excess  of  12  or  15  per  c^it. 
It  must  be  remembered,  also,  that  the  failure  of  the 
property  tax  in  its  application  to  securities  and  like  in- 
tangibles was  for  years  ascribable  to  the  fact  that  such  a 
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tax,  if  imposed,  would  take  awi^  30  or  40  per  cent  of  the 
income  derived  from  tiie  security.  That  explauatioD 
was,  I  believe,  correct.  American  taxpayers  in  times  of 
peace  will  not  pay  taxes  of  more  than  25  or  30  per  cent 
tmless  they  are  forced  to  do  so  —  and  in  the  case  of  in- 
come taxation,  there  is  no  successful  way  of  compelling 
them. 

5.  Theory  (ff  awiaxet.  The  evil  of  tiie  upper  surtaxes 
iqipears  particularly  in  their  effect  upon  savings  and 
investment.  They  are  extreme  when  apphed  to  income 
devoted  to  personal  expenditures;  th^  are  next  to  im- 
possible ^en  applied  to  the  gains  which  frequraitly 
result  from  a  mere  change  of  inveelinent  or  to  the  un- 
dislxibuted  profit  of  business  concerns  which  embodies 
itself  in  increased  inventories  and  extension  of  plant, 
llie  ^ole  history  of  the  war  surtaxes  proves,  in  the 
most  practical  and  concrete  way,  the  truth  of  two  fun- 
damental scientific  principles  with  v^iich  economists 
have  long  been  familiar.  First  of  ail,  the  income  tax  is 
essentially  a  different  thing  as  it  applies,  respectively, 
to  the  consumer  and  to  the  producer.  The  surtaws 
represent  par  excellence  the  personal  or  consumer's  in- 
come tax.  This  point  is  discussed  below.  The  other 
scientific  principle,  usually  expressed  in  the  statement 
that  the  income  tax  should  not  apply  to  savings,  has 
been  made  familiar  by  Mill,^  and  in  more  elaborate  form 
by  Irving  Fisher.' 

As  a  matter  of  taw  and  words  —  the  meaning  of  the 
word  "income"  —  both  authorities  are  in  my  opinion 
wrong;  and  this  question  for  the  people  of  the  United 
States  has  now  been  settled  by  the  recent  decision  of  the 
Supreme  Court  in  the  case  of  Merchants  Loan  and 
l^ust  Company  v.  Smietanka.    Moreover,  as  shown 
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h^^after,  their  conclusions  do  not  hold  for  the  inconie 
tax  as  a  biisiness  or  producers  tax;  and  even  for  the  pa- 
sonal  income  tax  they  are  too  baldly  stated.  Their  argu- 
ments justify  partial  rather  than  complete  exemption  of 
savii^.  As  e^lained  by  Mill,  for  instance,  the  justi- 
fication for  the  exemption  of  savings  rests  upon  his  wdl- 
known  distinction  betwerai  productive  and  unproductive 
expenditure.  And  Professor  Fisher's  analysis  turns  on 
the  assumption  that  whereas  income  which  is  saved  and 
reinvested  is  productive,  i.e.,  yields  further  income, 
income  which  is  "spent"  does  not  yield  further  Income. 
Professor  Fisher  refers  to  the  spender  as  a  "q>eDd- 
thiift."  This  absolute  contrast  or  distinction  between 
saving  and  spending  contains  an  indefinite  but  real 
error  (which,  I  iancy,  was  recognized  tho  not  expressed 
by  the  two  writera).  Much  so-called  personal  expendi- 
ture is  saving  of  the  truest  kind.  Mon^  spent  wisely 
for  education,  for  health,  in  travel,  on  vacations,  in 
paying  golf  fees  rather  than  doctor's  fees,  or  even  money 
spent  for  dress  which  increases  the  earning  capacity  of 
the  spender,  is  in  reality  expenditure  on  capital  account, 
for  the  increase  of  personal  capital.  Per  contra,  saving 
or  investment  in  many  cases  ^ves  a  personal  satisfac- 
tion; it  is  an  end  in  itself  akin  to  ordinary  consumption. 
It  is  frequentiy,  in  Professor  Fisher's  phrase,  "the 
dearable  event  which  occurs  by  means  of  wealth  ai^ 
for  the  sake  of  which,  consequently,  that  wealth  is 
valued."  In  short,  scientific  theory  justifies  not  com- 
plete exemption,  but  rather  some  l^t  or  moderate 
taxation  of  saved  income,  when  the  needs  of  the  Treas- 
ury require  it.  But  despite  these  and  perhaps  other 
minor  modifications,  recent  experience  amply  confirms 
the  fundamental  economic  expediency  and  logic  of  the 
attack  on  the  taxation  of  savings  under  a  personal 
income  tax. 
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6.  The  scientific  aolyiion.  Both  economic  theory  and 
experience  thus  point  to  the  partjal  or  complete  exemp- 
tion of  saved  income  or  to  a  tax  on  expenditures,  as  the 
principal  solution  of  this  problem  in  the  long  run.  For 
the  short)  run,  as  the  most  available  psychological  or 
political  means  of  securing  an  adequate  reduction  of  tite 
surtaxes  under  present  conditions,  there  is  much  to  be 
sfud  for  the  proposed  limitation  (to  say  20  p^  cent)  of 
the  surtaxes  on  income  saved  and  reinv^rt^d  in  securities 
or  other  properly  yielding  taxable  income.'  But  in  the 
long  run  such  procedure  would  be  too  complex  in  my 
opinion  for  successful  administration;  and  I  am  now 
inclined  to  believe  that  a  tax  upon  expenditures  offers 
tiie  best  solution,  altho  no  final  opinion  can  be  expressed 
until  a  draft  contfunii^  the  details  of  such  a  tax  has 
been  worked  out.  However,  at  present,  I  can  see  no 
grave  difficulties  in  tiie  propose,  and  its  practical  ad- 
vanta^s  would  be  very  great.  The  taxpayer  and  the 
government  both  would  be  spared  the  great  difficulty  of 
determining  depreciation,  depletion,  amortization,  and 
all  those  difficult  items  of  estimated  expenses  which  rest 
upon  valuation  and  judgment.  The  inventory  problem 
would  disappear.  Most  of  all  we  should  avoid  the 
difficiilty  presented  by  the  tax-free  bond. 

The  tax  on  expeaiditures  would,  of  course,  present  its 
own  peculiar  problems.  There  is  some  little  question 
about  its  constitutionality.  It  would  be  necessary  to 
draw  a  line  between  personal  expenditures  and  expen- 
ditures for  profit.  Expenditures  made  on  "gentlemen's 
farms  "  and  shooting  preserves ;  real  estate  taxes  paid  on 
farms  and  homes,  would  raise  nice  questions.  Obviously 
such  a  tax  could  not  serve  as  the  principal  tax  on  bud- 

I  Btplmation  ud  di»nuwioi>  ol  Uw  itotaik  our  ba  fooiid  is  T.  B.  Adaau,  N««ilwl 
Tu  Rtfann  in  tbe  nniUd  Stata,  iip.  11-13,80,  SI;  Annul  Report  olthaSasratervol 
a»  Ti^Miy.  1930,  pp.  33.  St.  ST,  SB;  Haport  of  th*  Tu  CommitlM  of  tha  Naticiud 
IndiBtrW  CoofaimM  Baud,  Spedd  Rtvwt  No.  18,  pp.  36-W. 
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ness.  We  shall  probably  keep  a  flat  or  normal  inccone 
tax  both  on  individtiate  and  corporations  to  satisfy  the 
tax  obligations  of  producers  and  earners.  But  for  the 
detennination  of  surtaxes,  expenditure  appears  to  offer 
a  sound  tiieoretical  and  practical  basis.  The  S5,000 
exemption,  which  would  presumably  be  retained,  would 
take  care  of  most  of  the  deductions  about  which  debate 
would  center.  Expenditures  for  medicine,  doctor's  bills 
and  education  of  children,  along  with  "tiie  minimum  of 
subsistence,"  shoxdd  be  specdfically  exempt.  The  tax 
could  not  be  made  applicable  to  the  expenditures  for  the 
year  1921,  but  might  easily  be  put  into  effect  b 
with  the  calendar  year  1922.' 

7.  The  immediate  solution.  As  a  question  of  im 
diate  legislation,  however,  the  best  remedy  is  probably 
the  simplest  remedy,  i.  e.,  a  sharp  limitation  of  the  sur- 
taxes to  a  TnftTirmiTn  rate  that  would  permit  wealthy 
taxpayers  to  invest  in  taxable  securities,  and  which 
would  stimulate  or  start  the  great  volume  of  profit- 
taking  which  has  been  held  up  by  existing  tax  rates.  It 
is  vitally  important  that  this  maximum  rate  be  fixed 
low  enough  to  produce  the  desired  results.  It  would 
probably  be  a  mistake  to  cut  off  the  tail  by  inches.  It  is 
commonly  said  in  Washii^ton  thai  it  will  be  imposEoble 
to  reduce  the  maximum  surtax  below  40  per  cent.  Per- 
Bon^y  I  am  in  grave  doubt  whether  any  such  reductioD 
would  be  worth  viale.  For  persons  subject  to  a  40  per 
cent  surtax  and  an  8  per  cent  normal  tax  a  5)  per  cent 
municipal  bond  would  be  more  productive  than  a  10  per 
cent  taxable  security.  A  tax  of  33  per  cent  (25  per  cent 
surtax  plus  8  per  cent  normal)  is  the  bluest  rate  which, 
to  my  mind,  would  effect  the  desired  results;  and  a  28 

'  TIh  pnfltiul  advuitafaa  ctf  tba  a^Hmdituni  tax  ww  firM  broo^t  to  my  tMmt- 
tloo  by  Mr.  O.  O.  May.  Tb^  hm.  bowam,  bara  ludapandaiUr  diHannd  br  Ht. 
ChBrtw  A.  JoKlan,  wbo  db«iiM*  tb«n  mort  hdpfultr  lb  B  baaUrt  ratttbd.  Hb  BpMd- 
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per  cent  total  rate  in  my  opioion  would  be  more  surely 
effective  and  prc^table  to  the  govermnent.  Such  a 
reduction  of  rates  would  cause  a  temporary  loss  of 
revenue,  but  fortunately  this  temporary  Iosb  would  not 
be  inordinate.  The  taxable  income  now  reported  in  the 
upper  "brackets"  has  so  shrunk  that  a  limitation  of  the 
mftTimiim  surtax  to  25  per  cent  would  cause  a  loss  of 
revenue,  according  to  my  estimates,  not  in  excess  of 
$75,000,000  and  this  estimate  takes  no  accotmt  of  the 
stimulating  effect  that  lower  rates  would  have  on  sales 
and  profit-taking.  If  a  simple  limitation  of  the  maxi- 
mum rate  cannot  be  Becured,  then  the  situation  is  grave 
enough  to  warrant  the  reduction  on  "saved  and  rein- 
vested income  "referred  to  above.  After  all,  our  deepest 
troublee  arise  from  the  overstrain  brought  by  exces- 
sive rates  appUed  to  biisiness  and  investment  income. 
"Spent  income"  can  stand  rougher  treatment. 

II 

Income  Taxes  upon  CoBPORATioNe  and  Btjennsss 

8.  The  income  taxa$a  produce's  or  bu3iTte8$  lax.  No 
agreement  about  income  taxation  is  to  be  hoped  for  until 
the  truth  is  realized  that  the  personal  income  tax  and 
the  income  tax  as  a  business  tax  are  for  practical  pur- 
poses different  things.  To  put  it  more  exactly;  the  in- 
come tax  is  different  as  affecting  taxpayers  in  their 
respective  capacities  of  consumers  and  producers.  The 
two  are,  of  course,  related.  They  will  be,  and  should  be, 
linked  together  for  purposes  of  administration.  But 
their  aims,  their  technique  and  their  limitations  are  so 
different  as  to  make  it  absolutely  essential  to  think 
about  them  first  separately,  before  we  think  of  them 
together.  The  writer  has  discussed  tMs  question,  in- 
adequately, in  another  place;  and  for  justification  of  the 
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above  coQCluEDon  the  reader  will  have  to  be  referred  to 
that  discusfflon.^  Its  truth  will  appeEU*  on  any  coiiader»- 
tion  of  the  juiisdictiomil  problems  of  income  taxatioQ. 
We  insist,  and  the  rest  of  the  world  inEoats,  upon  taxing 
income  where  it  is  euned  as  well  as  where  it  is  spent. 

If  the  members  of  a  partnership  eng^;ed  in  bufdness  in 
Detroit  all  Uve  in  Canada,  and  the  partnerahip  competee 
actively  with  business  concerns  the  owners  of  which  live 
in  Detroit,  our  people  will  not  consent  to  e]iffimpt  the 
Canadians  while  the  owners  who  live  in  the  United 
States  are  taxed  on  their  entire  e^^nditures  or  income 
(perhaps  derived  in  lai^  part  from  Canadian  invest- 
ments). Moreover,  individual  business  men  and  part- 
nerships are  in  active  competition  with  corporations  tiie 
stockholders  of  which  may  be  drawn  from  very  different 
classes  and  several  different  countries.  Business  com- 
petes with  business,  not  owners  with  owners.  The  part- 
nership and  the  corporation  to  a  certain  extent  derive 
similar  advantf^es  from  tiie  government  and  are  the 
source  of  similar  expenses  to  the  government.  So  long  as 
the  buEoness  world  is  qilit  into  many  political  jurisdic- 
tions and  business  men  continue  to  live  in  one  jurisdic- 
tion and  own  property  or  conduct  business  in  oUht 
jurisdictions,  so  long  will  there  continue  to  be  taxes  on 
bumness  and  business  entities  —  meaning  by  buaness, 
productive  activity. 

9.  ReUUion  bdween  peraonai  and  buiiness  income 
taxes.  The  application  of  this  general  truth  to  the  prob- 
leim  under  discussion  is  to  some  extent  obvious.  A  tax 
upon  expenditures  or  "spent  income"  cannot  wholly 
tiUce  the  place  of  the  income  tax  as  we  know  it.  Income 
must  to  some  extent  be  taxed  where  it  is  earned,  at 
rates  and  by  methods  determined  by  the  conditioDS 

1  Pro<iMiIin«iolltieNftti<miilTiiiAao«iktt(m.IBlT,pi>.lSfr-lM;ika"pTdiaiiMUT 
B^nrt  of  the  CluaDilttw  Appointad  by  tte  tfatioul  Tax  Aaoektioa  to  Pr^Mra  >  Plu 
el  k  Modd  SyMem  ol  8UU  tud  hotal  TuBtaoo,"  FrosMdiiio,  int.  pp.  4Sl-iSr. 
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under  which  it  is  earned  —  not  by  the  conditions  under 
wiuch  it  is  spent.  The  dual  structure  of  the  income  tax 
as  it  exists  in  Great  Britain,  the  United  States  and  other 
countries  is  no  accident.  It  is  not  a  mere  by-product  of 
stof^age-at-source.  It  Is  a  more  or  less  imperfect  recog- 
nition of  the  fact  that  corporations  and  other  business 
units  derive  benefits  and  compete  with  one  another  as 
units,  in  the  jurisdictions  in  wiiich  tbey  do  business; 
that  it  is  imposfflble  to  ascertain  the  status  of  tiie  owner 
of  every  interest  in  a  buaness  tmit;  that  the  busanees 
entity  has  an  individuality  and  capacity  to  pay  of  its 
own;  and  tliat  because  of  these  facts  buEoness  entities 
should  in  some  way  and  to  some  «ctent  pay  taxes  as 
such. 

AH  this  means  in  a  practical  sense  th&t  if  the  income  tax 
it  to  be  mairUained  as  our  principal  tax  on  busineis,  it 
should  follow  in  a  general  way  the  structure  of  the  tax 
which  we  now  have.  Corporations  camiot  be  exempted 
and  the  tax  confined  to  the  stockholders.  Some  icxm  of 
a  proportional  or  degressive  normal  tax  must  be  re- 
tained. Many  plans  have  been  devised  in  recent  months 
whereby  the  corporation  might  be  wholly  exempted 
frran  the  income  tax,  the  distributed  income  being 
taxed  in  the  ordinaiy  way  to  the  stockholders.  All  this 
is  l(^cal  enough  as  regards  that  part  of  the  corporation 
income  tax  winch  may  be  properly  r^;arded  as  the 
equiv^^it  of  the  surtaxes  cm  saved  income  piud  by  in- 
dividuals and  in  effect  by  partnerships.  But  it  does  not 
bear  critical  examination,  and  it  would  not  bear  t^e  test 
of  experience,  if  applied  to  the  bmtlen  or  charge  repre- 
sented by  the  normal  tax.  It  would  split,  if  for  no  otiier 
reason,  on  the  question  of  taxing  the  share  of  the  profits 
aasignable  to  nonresidesit  stockholders. 

In  its  larger  outlines  the  structure  of  the  present  in- 
eotxxe  tax  is  sound.  The  normal  tax  satisfies  tiie  demand 
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for  a  buonesB  cbai^  collected  upon  all  iiuxHiie  derived 
from  services  lendered,  property  located  and  bueonees 
transacted  with  the  United  States.  In  the  case  of  noor 
resident  aliens  and  foreign  corporations,  the  nonn^  tax 
should  be  stepped  at  source  and  should  i^iply  to  interest 
and  rentals.  But  it  should  not  apply  to  dividends,  since 
dividends  received  from  corporations  doing  business  in 
the  United  States  are  taxed  as  part  of  the  income  oS  OiB 
corporations  from  which  derived,  while  dividends  re- 
ceived by  nonre^ents  from  corporations  doing  business 
without  the  United  States  should  be  exempt  from  normal 
or  business  tax.' 

10.  The  proposed  corporaiion  surtax.  Theoretically  — 
meaning  by  tiiat  word  "in  the  long  run"  —  saved  inr 
come  should  be  nearly  if  not  idiolly  exempted  from  sur- 
taxes. If  this  principle  were  followed,  nothing  more  than 
the  normal  tax  woiild  be  levied  on  corporations,  since 
the  distributed  income  of  the  corporation  would  be  sub- 
ject to  surtaxes  in  the  hands  of  its  stockholders,  wliile 
its  undistributed  profits  would  be  entitied  to  practical 
exemption  as  saved  income.  But  Congress  is  not  now 
likely  to  follow  theory.  Surtaxes  of  considerable  wei^t 
are  likely  to  be  retained  upon  the  larger  incomes, 
whether  saved  or  spent.  Such  surtaxes  being  retained, 
tiie  practical  problem  of  dealing  with  the  corporation 
cannot  be  satisf  actorify  solved,  because  the  problem 
starts  with  a  mistake.  Its  initial  premise  is  an  enor, 
and  any  solution  must  share  in  that  error. 

MaiQT  solutions  are  proposed.  (1)  A  flat  corpuation 
surtax  of  5  or  6  per  cent,  such  as  has  been  ad<^ted  in 
Oreat  Britain.  (2)  A  flat  corporation  rate,  normal  and 
surtax,  of  20  or  25  per  cent,  ihe  stockholdn-  to  include 

1  TIh  thaoiT  el  tb«  pnaaot  Uw  m  It  t^tea  to  nub  dlTldakb  b  WTon»  but  ia  tn»- 
tlM  taj  f  mien  ooipontlon  out  •wnn  the  fn«m|>tieii  of  11*  ^TUmadH  fnm  dot  tta 
<rta  raedTsd  br  nsdant  itaekbolden  by  bnjrinc  m  IGO  libartr  bond  or  in  mar  otiiar 
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aU  dividends  in  income  and  thereafter  take  a  full 
credit  (dollar  for  dollar  against  his  tax)  of  the  20  or  25 
per  cent  tax  which  has  been  paid  for  him  by  the  coiporar 
tion.  (3)  A  flat  or  proportional  tax  on  the  undistrib- 
uted profits  of  corporations  with  explicit  authorization 
of  the  many  forms  of  "  constructive  dividends  "  by  which 
corporations  have  been  able  lawfully '  to  distribute 
profits  but  actually  hold  tiie  f\mds  for  reasonable  use  in 
tiie  budness.  (4)  Various  forms  of  graduated  taxes  on 
undistributed  profits,  the  rates  progressing  in  some 
plans  in  accordance  with  the  ratio  of  the  undistributed 
profit  to  the  total  income  and  in  other  plans  with  the 
amount  of  imdistributed  profit  and  its  relation  to  the 
invested  capital  of  the  corporation. 

All  of  these  solutions  are  mariied  by  very  grave  de- 
fects. A  corporation  surtax  of  5  or  6  per  cent,  making  a 
flat  tax  of  15  or  16  per  cent  upon  the  entire  net  income, 
would  be  an  exceedingly  heavy  tax  where  the  profits 
were  low.  This  weakness  of  the  first  plan  shows  itself 
particularly  in  the  case  of  public  service  corporations. 
Hoice  many  of  those  who  endorse  tills  plan  would 
«Kmpt  from  tiie  surtax  all  utility  companies  subject  to 
public  regulation.  Under  the  second  plan  the  rate  of  tax 
■upon  the  corporation  would  be  even  heavier;  and  except 
in  the  t^pe  of  corporations  sometimes  referred  to  as 
"private  corporations"  or  "incorporated  partnerships," 
the  rebate  or  credit  to  tiie  stockholder  would  not  ma- 
terially ease  the  strain  upon  the  corporation.  In  fact  all 
of  the  solutions  enumerated  in  (2)  and  (4)  err,  in  my 
opinion,  in  giving  the  stockholder  a  credit  for  the  normal 

1  In  Bmn  T.MMOmb«i(26a  U.S.  ]8a)UwBupnmii  Court  held  thtttfaedarloa  of 
tuina  ttoakholdm  on  timb  dlrtributln  iIihim  d  thg  uDdMribntad  pnAta  at  die  «or- 
pontioii,  u  li  dons  Id  tha  cua  of  pBrtnenh^  would  bs  unoiDctltuttaDal.  A  law 
Uwyan  have  •i^tmti  a  pertial  dtaatnt  fram  this  inlaiimUitloe  ol  the  nvnMl  of  CoW 
batOT  T.  HubtMud  (79  U.  8. 1)  in  the  atodi  diTidoid  sue,  but  it  nanu  to  ma  whoUr 
baroad  di^iuta,  at  loaat  Id  Uia  aaia  of  ovporatioaa  otliaT  tban  paraanal  Bar¥iaa  eor- 
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tax  pmd  by  the  corporation.  A  normal  tax,  e.  g.,  a 
moderate  tax  uptm  the  American  Telephone  and  Tde- 
graph  Co.,  is  in  no  genuine  sense  a  tax  upon  each  stock- 
holder, in  such  a  way  that  the  etockbolder  is  entitled  to 
credit  for  it  against  his  perstmal  income  tax,  or  (if  his 
personal  income  be  insufficient)  entitled  to  an  actual 
r^und  or  rebate. 

Plans  (3)  and  (4)  encoimter  the  business  man's  dee^ 
and  in  many  respects  justifiable  resentment  against  the 
taxation  of  savings.  Moreover,  tiie  plans  enumerated 
under  (4)  are  to  some  degree  complicated,  particulariy 
the  proposal  to  base  the  graduated  rates  on  the  relation- 
ship between  undistributed  profit  and  invested  caintaL 
Even  tho  the  invested  capital  be  based  strictly  on  orig- 
inal cost,  it  is,  for  reasons  stated  in  the  preceding 
article '  indefensibly  unequal  and  complicated  in  its 
operation. 

It  is  hard  to  make  choice  between  these  evil  alter- 
natives. If  the  personal  surtaxes  on  saved  income  could 
be  brou^t  as  low  as  20  per  c«it,  tiie  proposal  for  a  flat 
tax  of  20  per  coit  on  undistributed  profits  would,  to  my 
mind,  represent  "the  minimiim  evil."  It  would  have 
the  great  advantage  of  equalizing  the  trutYirmim  tax  on 
income  saved  by  corporations  and  unincoiporated  tax- 
payers. Surtaxes  on  saved  income  no  doubt  are  partic- 
ularly harmfiil.  But,  if  other  taxpiQ^ers  must  pay  them, 
is  there  any  sound  reason  why  corporations  should  not 
pay?  Under  the  excess-profits  tax,  corporations  have  on 
the  whole  been  taxed  more  severely  than  other  tax- 
payers. They  may  fairly  ask  eqiial  treatment  ^eu  the 
excess-profits  tax  is  abolished.  But  it  would  be  the  part 
of  wisdom  for  them  to  share  the  common  lot.  If  tiiey 
strain  for  something  different,  that  is  or  spears  to  be 
an  advantage,  they  are  likely  in  the  end  to  get  some- 

>  QmiMriy  Jonnul  at  EooDOBiea,  Vay,  1991,  pp.  876-8Slt. 
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tiling  worse.  Moreover,  by  means  of  scrip  dividends,  or 
by  taking  advantage  of  an  option  (throu^  unanimous 
agreement  of  the  stockholders)  to  be  taxed  as  a  partner- 
ship, or  by  an  airai^ement  witii  the  stockholders  to  pay 
the  increased  tax  of  any  stockholder  who  included  in  his 
personal  return  his  share  of  the  undistributed  profits  of 
the  corporation  —  aH.  of  which  expedients  should  be  ex- 
pHcitly  legitimized  in  the  law  —  the  corporation  could 
escape  the  tax  cm  undistributed  profits  altogetiier  and 
yet  ke^  the  money  for  actual  use  in  the  business. 
Fina%,  an  undistributed  profits  tax  of  20  per  cent 
would  be  less  than  the  proposed  5  per  cent  surtax 
(which  in  redity  is  a  7  per  cent  surtax,  since  the  normal 
tax  on  corporations  exceeds  that  on  individuals  by  more 
than  2  per  cent).  This  follows  from  the  fact  titat  the  un- 
distributed profits  of  the  average  corporation  at  the 
present  time  amoimt  to  probably  less  than  20  per  cent 
of  its  net  income.  The  mere  fact  that  the  tax  would  be 
in  form  placed  upon  undistributed  profits  does  not  seem 
to  me  as  essential  as  it  does  to  the  average  corporation 
and  its  advisors.  On  the  other  hand,  this  whole  problem 
IB  primarily  one  for  the  business  men  of  the  country. 
So  long  as  corporations  on  the  whole  pay  a  fair  equiva- 
lent for  t^e  surtaxes  upon  saved  income  paid  by  other 
taxpayers,  the  business  world  may  fairiy  be  permitted  to 
select  the  method  of  taxation  which  most  appeals  to  it. 
But  if  surtaxes  running  as  h^  as  40  per  cent  are  to  be 
retained,  it  will  be  impossible  to  place  this  maximum 
rate  upon  the  imdistributed  profits  of  corporations. 
The  fact  that  it  woukl  be  impossible,  I  may  remark, 
illustrates  the  deep  error  of  40  per  cent  or  Edmilar  rates 
as  applied  to  the  saved  income  of  individuals  and  part- 
nerships. If  unthinkable  in  the  case  of  corporations, 
they  ou^t  to  be  similarly  unthinkable  in  the  case  of 
other  taxpayers.  If  the  personal  and  corporation  taxes 
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cannot  be  organically  linked  by  the  imposition  of  the 
same  mftTimum  rate  on  savings,  then  the  first  stdution, 
the  flat  corporation  surtax  of  5  or  6  per  cent,  impresses 
me  as  altogether  the  most  expedient  and  plausible  solu- 
tion. It  is  essentially  a  compromise,  too  heavy  in  its 
indirect  burdens  upon  the  small  stockholder,  and  much 
too  li^t  upon  the  wealthy  stockholder  who  saves  by 
way  of  the  corporation  in  order  to  avoid  tie  individual 
surtaxes.  But  the  mtuation  is  one  m  idiich  some  com- 
promise of  principle  seems  unavoidable.  This  at  least 
has  the  merit  of  being  ample  and  pUun. 

Ill 

Basis  of  the  Bubinubs  Tax 

The  concluaions  reached  in  the  preceding  section  rest 
upon  the  assumption  that  the  income  tax  will  be  re- 
tained as  the  principal  federal  tax  on  business;  an 
assumption  which  is  safe  for  the  next  year  or  two.  But 
we  are  equally  interested  in  what  should  be  done  in  tiie 
next  decade  or  two.  With  this  in  view,  it  becomes  neces- 
sary to  inquire  what  is  tiie  true  basis  of  business  taxa- 
tion. Here,  as  elsewhere  in  taxation,  the  "true  baas"  is 
tiie  basis  that  will  woik  best  in  the  long  run,  that  will 
cause  the  minimimi  evil  and  fit  in  most  helpfully  with 
the  fundamental  conditicms  of  the  economic,  social,  and 
political  world  in  which  we  live. 

The  practical  choice  here  is  between  net  income  on 
the  one  hand  and  sales  or  gross  income  on  tiie  other. 
Fortunately  it  is  not  necessary  to  discuss  the  sales  tax  as 
an  additional  tax  or  as  a  substitute  for  tiie  miscellaneous 
excise  taxes  now  in  force.  The  sfUes  tax  is  of  interest 
here  only  as  a  substitute  for  the  tax  on  net  business 
income. 

11.  Shifting.  We  may  go  at  cmce  to  wba.t  impresses 
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the  writer  as  the  most  potent  aif;iiinent  or  series  of  argu- 
mente  against  the  tax  on  biumess  income.  "AU  taxes," 
it  is  urged,  "are  shifted.  It  is  unnecessary  and  unwise, 
therefore,  to  saddle  business  wit^  taires  which  achieve 
a  semblance  of  equity  at  the  expense  of  simplicity, 
certainty  and  administiative  eflSciency.  Let  taxes  be 
ample,  certain  and  plain;  their  equitable  distribution 
will  be  achieved  throu^^  the  inevitable  processes  of 
ahift.ing  or  diffusion."  There  is  txutii  in  this.  It  seems 
to  me  almost  certain  that  imder  American  conditions 
surtaxes  exceeding  50  per  cent  would  in  the  long  run  be 
shifted  in  material  part,  and  that  a  corporation  income 
tax  of  IS  per  cent  would  be  shifted  in  minor  part.  The 
accepted  economic  theory  has  been  that  a  general  per- 
sonal income  tax  cannot  be  shifted.  But  our  income 
tax  is  not  'vHioUy  a  personal  tax  and  it  is  not  general  In 
the  face  of  a  large  supply  of  tax-free  securities,  coital 
will  certainly  not  flow  into  private  budnees  unless  there 
is  a  prospect  of  earning  in  the  loi^  run  as  much  as  it 
could  earn  if  invested  in  mtmidpal  bonds.  Assume  a 
radical  increase  of  tax  rates  such  as  took  place  in  1917. 
If  all  ta^ayers  were  subject  to  the  same  rate  of  income 
tax,  the  level  of  business  profits  would  rise  in  the  long 
nm,  and  the  interest  rate  upon  tax-free  bonds  would 
fall  *  until  the  net  retiun  from  tax-free  bonds  would  be 
equivalent  to  the  net  return  from  business  investments, 
due  accoimt  beii^  taken  of  risk  and  taxes.  And  the  fact 
that  some  ta3^>ayers  are  subject  to  no  income  tax  or  to  a 
very  low  rate,  does  not  seriously  modify  the  fore^ing 
concliision.  It  cannot  wholly  check  the  rise  in  the  rate 
of  buaness  profits.  The  Sow  of  poor  men's  money  into 
private  business  is  not  equal  to  the  flow  of  rich  men's 

<  Thk  last  i>  naiullr  lortottan.  Tfaa  rata  ot » 
bom  taxrina  ■aoniitlia  is  radoml  by  (ha  di 
UabiUt)'  of  otbar  InTaMmaati  ts  ~ 
u  (In7  Mm  to  b^ 
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money  out  of  private  business  into  public  aecurities. 
The  great  mass  of  amaller  investors  to  niiom  the  tax 
rate  is  a  ne^i^le  factor,  do  not  seek  miscelliuieous 
business  investments  and  should  not  be  encouraged  to 
do  so.  It  seems  to  be  die  opinion  of  the  banking  and 
investment  world  that  Industrie  investments  are,  in 
the  main,  made  by  persons  to  whom  t^e  tax  rate  is  a 
real  factor;  and  this  is  probably  the  case. 

Yet,  tho  all  this  is  doubtless  true,  its  sigruficanoe  is 
frequently  misstated.  It  does  not  mean  that  all  income 
and  profits  taxes  are  shifted,  and  in  particular  it  does  not 
mean  that  th^  are  promptly  or  readily  shtfted.  They 
are  shifted  in  part  only,  and  by  a  slow  prooesa  of  dif- 
fosion.  The  process  is  slow  becaiise  the  shifting  is 
caused  by  the  withdrawal  or  transfer  of  capital  vriiich 
does  not  occur  frequently  by  any  general  process.  The 
repeated  charge  that  bu^ess  men  figure  income  ta»e 
as  part  of  their  cost  and  Uien  chaige  the  cust(Hnary  per^ 
oentage  of  profit  on  the  increased  cost  basis,  is  next  to 
absurd.^  If  it  were  true,  it  woiild  only  be  necessaiy  for 
Congress  to  increase  the  income  and  profits  taxes  in 
order  to  increase  business  profits.  Tsxsr  were  respc«i- 
sible  in  only  minor  d^ree  for  tiie  hi^  cost  of  living. 
The  cost  of  Uving  went  up  before  tax  rates  were  in- 
creased, it  stayed  up  when  tax  rates  were  reduced,  ami 
it  will  come  down  in  the  future  whether  tax  rates  be  in- 
creased or  reduced. 

The  aigument  that  "all  taxes  are  shifted;  therefore 
^ore  equity  and  select  the  Snidest  tax,"  is  partio- 
ulariy  Tnial«>«Hing  Even  tho  we  may  be  certain  that 
scone  part  of  the  tax  m^  be  shifted  or  diffused  in  the 
long  nm,  its  initial  incidence  is  of  enormous  importance. 
Property  taxes  on  buildings  are  shifted  in  the  long  run, 

1  Th*  iihvfii  Uwt  war  pileM  wi 
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but  ihia  does  not  make  the  tax  a  matter  of  indifference 
to  the  ownero  of  biiildings.  The  proposed  sales  tax,  we 
are  told,  would  operate  like  a  new  and  f^eral  business 
expense,  such  as  an  increase  in  rentals.  This  impresses 
me  as  a  fair  statement  for  the  purpose ;  yet  a  proposal  to 
increase  rentals  or  any  other  cost  at  the  present  time 
would  be  regarded  as  a  matter  of  vital  significance  to 
the  busmess  men  affected.  Those  who  are  loudest  in 
championing  the  turnover  tax  are  those  engi^ed  in  in- 
dustries subject  to  special  sales  taxes  at  the  present 
time.  They  insist  that  all  taxes  are  shifted;  but  they 
stroaously  object  to  the  taxes  which  they  must  therefore 
be  shifting.  Their  position  is  not  necessarily  illogical 
but  it  proves  that  the  initial  incidence  of  the  tax 
is  a  matter  of  deep  significance.  Whether  taxes  are 
shifted  or  not,  the  fact  that  the  income  tax  is  assessed 
only  when  the  taxpfQrer  has  some  net  income  wherewith 
to  pay  constitutes  a  most  important  practical  virtue 
of  tiie  income  tax.  The  owner  of  a  building  or  machine 
does  not  find  itany  eaaer  to  pay  property  taxes  in  a  lean 
year,  because  of  the  sound  theory  that  in  the  long  run 
such  taxes  are  shifted  to  produceis  or  consumers. 

12.  Simplieity  versus  equity.  There  is  or  should  be 
nothing  sacred  about  the  net  income  tax.  It  can  claim 
no  divine  right  to  supply  either  the  fundamental  prin- 
ciple or  the  practical  working  measure  of  business  taxa- 
tion. Business  taxes  are  imposed  "because  it  costs 
money  to  maintain  a  market  and  those  costs  should  in 
some  w^  be  distributed  over  all  the  beneficiaries  of  that 
maricet.  Looking  at  the  same  question  from  anotiier 
viewpoint,  a  market  is  a  valuable  asset  to  the  social 
group  which  maintains  it  and  the  community  oug^t  to 
chaige  for  the  use  of  community  assets."  '  As  a  matter 
of  pure  business  1(^  the  government  mi^t  well  meas- 

•  T.  a.  AdUM  "  Tlw  noilioD  of  BiiriBM,"  loa.  aU..  p.  ISr. 
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uie  the  tax  by  gross  business,  saying  in  effect  to  the 
business  man:  "You  have  come  amongst  us  and  have 
eiqploited  our  market;  you  have  trafficked  as  much  as 
your  competitor;  whether  you  have  used  your  cqipoi^ 
tunity  as  well  as  he,  is  not  our  eonoem.  It  is  the  gross 
volmne  of  your  trade  which  both  representB  your  op- 
portuni^  and  causes  our  expense.  Upon  that  you  must 
pay." ' 

But  it  is  k^ically  essoitial  that  the  bufdnees  man 
(not  1^6  consumer)  should  pay.  And  because  mod^«te 
taxes  on  net  income  are  shifted  less  and  less  readily  than 
taxes  on  gross  business;  and  in  particular  because  taxes 
on  net  income  are  imposed  only  when  the  taxpayer  has 
earnings  &om  which  to  pay  them  (or  to  set  aade  a  re- 
serve for  their  later  payment),  net  income  has  come  to 
be  accepted  as  tJie  more  equitable,  certainly  the  more 
merciful,  basis.  Nor  can  I  see  sound  reasons  to  chal- 
lenge this  popular  judgment  of  its  supraior  claims  to 
equity. 

The  real  case  against  the  taxation  of  bu^ness  on  the 
basis  of  net  income  rests  upon  the  very  real  complexity 
involved  in  its  computation.  It  is  unnecessaty  to  dilate 
upon  this  theme.  The  weakness  of  the  net  income  tax  in 
l^s  respect  has  not  been  exaggerated.  And  complexity 
is  a  major  evil,  involving  the  taxpayer  in  a  cloud  of  un- 
cotainty,  stimulating  evasion  and  rebellion,  dog^ng 
the  administrative  machine,  and  bringing  the  tax  into 
disrepute. 

This  is  the  supreme  problem  oi  f  ed^^  taxation ;  and 
its  controlling  factors  are  imponderables.  To  take  them 
properly  into  accoimt  requires  wisdom  rather  than  I(^c. 
I  know  of  no  way  of  discuaedng  them  convincingly  in  tbe 
space  here  available ;  and  that  must  be  the  excuse  for  the 
personal  f  onn  of  tb»  immediately  succeeding  paragn^^ 

■  T.  &  Adaoa,  "Tb*  TntOea  ot  BnrinMi,"  koe.  dL,  p.  IBB. 
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If  I  followed  my  personal  predilections,  I  should  vote 
for  simplicity  and  inequality,  selecting  many  simple 
taxes  at  light  rates  rather  than  more  equitable  but  more 
complex  taxes  at  heavier  rates.  To  illustrate:  (a)  The 
surtaxes  I  should  convert  into  an  expenditures  tax,  with 
a  high  exemption  of  say  $5,000.  (6)  The  notm^  tax  on 
net  income  I  should  replace  with  a  low  tax  on  "approxi- 
mate  net  income."  ^  that  term  I  mean  sometiung 
closely  akin  to  "gross  income"  as  it  is  defined  imder  the 
present  income  tax  law,  i.  e.,  before  deduction  for  de- 
preciation, depletion,  amortisation  and  the  like.  The 
sole  purpose  is  by  lowering  the  rate  (3  per  cent  would 
probably  be  ample  even  now)  to  make  it  possible  to 
ignore  those  complex  deductions  which  now  go  so  far  to 
discredit  the  tax.  The  basis  might  as  well  be  described 
as  one  of  "modified  gross  income."  On  salaried  men 
and  investors  the  tax  would  take  the  place  of  the  present 
4  per  cent  subnormal  tax  and  operate  very  much  like  it. 
In  the  case  of  producers  and  sellers  of  "goods,  wares 
and  merchandise"  further  simplicity  could  be  achieved, 
if  desired,  by  giving  the  tax  Uie  fonn  of  a  sales  tax  with 
a  credit  or  refund  for  taxes  paid  by  the  producer  or 
dealer  (as  purchaser)  on  goods  bought  for  resale  or  for 
necessary  use  in  the  production  of  goods  for  sale.  It  will 
be  noted  that  the  proposed  tax  on  "approximate  net 
inccHne"  avoids  the  strongest  arguments  against  the 
turnover  or  sales  tax,  namely,  that  it  would  be  pyra- 
amided,  create  a  grossly  unfair  competition  between 
^^theazed  and  ^i^e-process  industries,  and  exempt 
tiiose  occupations  or  truisactions  such  as  banking, 
advertising,  profesnonal  service  and  the  like  in  which 
the  profit  or  gain  does  not  arise  from  a  "sale."  The 
worst  features  of  the  turnover  tax  arise  from  its  applica- 
tion to  "cost  of  sales,"  which  would  of  course  be  sub- 
tracted or  eliminated  under  the  prc^>OBfU  here  made. 
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(e)  The  two  preceding  taxes  would  fail  to  reach,  as  flie 
income  tax  now  fails  to  reach,  the  majority  of  the  peoj^ 
of  the  comitry  who  Devertheless  have  some  teal  c^iadty 
to  pay  as  is  revealed  by  their  enonnous  consumption  aS 
semi-luxuries.  This  fund  of  taxable  ci^Hicity  I  should 
tap  with  a  number  of  consumption  taxsB,  both  import 
duties  and  excises,  CE^mble  of  clear  definition  and  suc- 
cessful administration,  such  as  taxes  on  tobacco, 
amusements,  sugar,  tea,  cc^ee,  chocolate,  rubber,  and 
gasolene.  Such  articles  would  be  sdected  not  because 
their  consumption  is  harmful  —  I  believe  in  the  "neces- 
sity" of  luxuries — but  because  they  represent  ^ective 
and  convenient  points  at  which  to  tap  the  taxable  sur- 
plus of  the  consumer,  (d)  In  addition,  of  course,  there 
would  be  the  estate  or  inheritance  taxes,  and  the  stamp 
taxes,  from  both  of  which  much  greater  revenues  could 
be  secured. 

In  some  such  form  as  this  woidd  be  tbe  fed«Bl  tax 
system  as  I  should  construct  it.  Hie  plan  has  littie 
chance  of  adoption.  It  serves,  however,  the  usrful  pur- 
pose of  illustrating  the  futility  of  baong  one's  principles 
on  one's  personal  exp^ience.  It  demonstrates  the  su- 
preme necessity  of  subordinating  administrative  lo^c 
uid  personal  predilections  to  the  great  political  and 
social  forces  which  control  the  evolution  of  tax  systons. 
These  forces  must  be  accepted  as  facts,  l^e  historical 
fact  is  that  modem  states  prefer  equity  and  complexity 
to  simplicity  and  inequality.  The  cry  for  equality  and 
justice  is  louder  and  more  unanswerable  than  the  de- 
mand for  certainty  and  convenience.  You  nuqr  think  it 
sentimental  and  stupid,  but  that  does  not  alter  the  fact. 

The  general  property  tax,  or  even  the  tax  on  real 
estate,  is  one  of  the  most  difficult  ta:ns  known  to  man, 
or  at  least  would  be  if  conscientiously  administered. 
The  complexities  <A  our  customs  law  and  administm- 
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tion  are  almost  unbelievable  to  the  pereon  ^o  has  not 
looked  minutely  into  the  details  of  the  law  and  its^ad- 
ministottion.  The  income  tax,  whose  complenty  is  not 
eza^erated  by  its  critics,  spreads  and  grows;  it  has  a 
deeper  and  wider  following  with  the  passing  generations. 
It  seems  to  be  particularly  iireaiBtible  in  a  democratic 
state  in  which  customs,  excise  or  sales  taxes  (whose 
burden  is  or  is  believed  to  be  r^ressive)  constitute  the 
backbone  of  the  tax  system.  Replace  the  complexities 
of  the  income  tax  witii  the  mmplidties  of  the  sales  tax 
tomorrow,  and  within  ten  years  the  income  tax  would 
be  back.  In  the  light  of  financial  history  "simplicity" 
is  a  lesser  god. 

The  truth  of  this  statement  can  be  tested  by  a  dmple 
experiment.  There  is  a  tax  which  is  costless,  incapable 
of  evamon,  wholly  simple,  quite  productive,  and  having 
no  particularly  evil  characteristics  of  incidence  and 
burden :  the  proposed  increase  of  one  cent  in  the  first- 
class  postal  rates.  Moreover,  at  the  present  time,  tiie 
postal  service  is  running  at  a  deficit.  Yet  has  this 
tax  ai^  chance  of  adoption  at  a  time  when  the  country 
is  clamoring  for  "simple  taxation"?  Practically  none. 
Have  the  simple  and  productive  "breakfast  table" 
taxes  any  chance  of  a  respectful  hearing?  None.  They 
are  ignored  by  the  people,  by  both  political  parties  and 
by  Congress.  These,  it  is  stated,  are  considerations  for 
the  politician,  not  for  the  scientific  economist.  I  know 
of  no  relevant  and  enduring  factor  which  the  social  or 
economic  scientist  is  justified  in  ignoring.  There  are 
temporary  gusts  of  irritation  or  political  prejudice, 
transitory  whims  of  fancy,  eradicable  ignorant  which 
may  profitably  be  ignored  by  the  scientist.  Perhaps 
some  of  the  imponderables  noted  above  illustrate  tem- 
porary rather  than  enduring  factors.  But  the  insistence 
upon  equity  at  the  expense  (if  necessary)  of  simplicity, 
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the  demand  for  tiie  tJioro  application  of  acme  variety  at 
the  income  tax,  are  enduring  forces  which  cannot  be 
ignored.  When  concluaiona  are  deetred  which  shall  be 
^plicable,  not  to  the  present  moment  and  not  to  the 
next  century,  but  to  the  coming  generation,  they  repre- 
sent the  fimdamental  factors.  I  accept  them  not  only 
as  facts,  but  as  expressing  in  general  direction  and  im- 
port a  larger  wisdom  than  can  be  drawn  from  my  per- 
sonal feelings  and  experience.  In  strate^  if  not  in 
tactics,  as  r^ards  goieral  direction  rather  than  detail, 
I  would  put  n^  trust  in  history  rather  than  in  experts. 
"Believe  me,  sir,  there  is  more  wisdom  in  instxtutaons 
t.hfttt  in  men." 

In  all  this  we  find  the  answer  to  the  sound  criticisms 
that  complexity  makes  for  administrative  failure  and 
for  dishonesty  on  the  part  of  the  taxpayer.  It  does;  but 
I  can  interpret  the  stubborn  insistence  upon  "equity" 
only  as  meamog  either  that  the  administration  must 
rise  to  its  task  or  that  "equity  will  be  served"  even  at 
the  cost  of  continued  maladministration.  As  Ux  the 
charge  that  "the  income  tax  is  a  tax  on  honesty,"  it 
may  be  noted  that  while  simplicity  conduces  to  honesty, 
it  does  so  no  more  effectively  than  equity.  The  sinq>Iest 
taxes  in  this  coimtry,  the  poll  taxes,  are  the  worst  est- 
forced.  The  demoralization  of  taxpayras  under  the 
property  tax  as  ^plied  to  credits  and  securities  has 
been  in  no  appredabte  d^ree  due  to  complexity.  Hie 
taxes  are  simple  enough.  And  most  of  the  irritatitut 
aroused  by  the  income  tax  in  this  country  is  due  to  its 
enforcement,  not  to  its  evasion.  The  irritation  which 
acconq)anie8  the  collection  of  direct  taxes  is  a  wh^esome 
tonic  to  a  democracy. 

Thoicab  S.  Adams. 

Tal>  UmrvBHTr. 
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THE  MEASUREMENT  OF  CHANGES  OF  THE 
GENERAL  PRICE  LEVEL 
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Aim  and  nntbod  a!  the  piraent  inquiij,  667.  —  Hie  two  fiutdaiaeiital 
problems,  668.  —  Pricei  should  be  tretkted  as  ratios,  6GS>  —  When  so 
treated  the  paradox  of  the  arithmetic  and  harmonic  means  is  resolved, 
669.  —  Ratioe  an  not  fractional  quantitiee,  661.  —  The  oompletel^ 
weigbted  arithmetic  mean  is  a  ratio  of  aggngatce,  603.  —  G«wnetrical 
representation  of  the  price  level,  663.  —  The  method  of  least  squares, 
666.  —  The  method  of  summation,  568.  —  Changes  of  the  general  price 
level,  668.  —  Effect  <rf  changes  of  the  relative  importance  of  trade  in 
different  types  of  eommoditiae,  671.  —  Substitution  of  "  dollar's  worths  " 
for  ph;raii^  uiuts,  671.  —  Fisher's  index  number,  672,  — Conclusioti, 
678. 

The  violent  price  changes  of  the  past  few  years  have 
given  new  importance  to  index  numbers  and  new  in- 
terest to  the  problem  of  the  beat  way  of  constructing 
them.  It  may  be  too  much  to  hope  that  any  general 
i^reement  upon  the  right  solution  of  this  problem  is  1q 
aght.  But  substantial  progress  toward  such  agreement 
has  unquestionably  been  made.  Hie  debatable  issues 
have  been  narrowed.  There  are,  for  example,  few  who 
would  now  hold  that  one  type  of  index  number  very 
commonly  used  in  the  past  —  the  arithmetic  average 
(wei^ted  or  unweighted)  of  the  percentage  ratios  be- 
tween prices  in  a  given  year  and  prices  in  a  basing  year, 
i.e.,  the  arithmetic  average  of  "relative"  prices  —  is 
other  than  unsound  in  principle  and  misleading  in  the 
results  it  gives. 

Posdbly  the  most  fruitful  recent  woi^  in  this  field  has 
iuvolved  careful  comparison  of  &e  results  yielded  by 
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different  types  of  index  numbers.'  Agreements,  differ- 
ences, and  anomalies  in  tliese  results  have  been  ttaoed 
l»iek  to  their  Toots.  In  this  way  much  lif^t  has  been 
thrown  upon  such  mattes  as  the  chdce  ci  the  original 
data,  the  peculiarities  of  different  sorts  of  averages,  Uie 
effects  of  weighting,  and  the  results  of  choosing  one 
basing  year  rather  than  another.  But  the  present  pato- 
is bom  of  Ihe  conviction  that  to  such  emiurical  studies, 
vahiable  as  they  have  proved  themselves  to  be,  there 
must  be  joined  a  frontal  attack  upon  the  theoretical 
issues  involved  in  the  problem. 

There  can  be  no  final  ^reement  upon  any  system  of 
index  nmnbers  imtil  there  is  agreement  upon  the  pre- 
cise  meaning  of  the  phenomena  they  are  supposed  to 
record.  We  must  formulate  our  problem  before  we  can 
hope  to  solve  it.  This  paper  is  offered,  therefore,  as 
a  preliminary  exploration  in  the  field  of  the  genraal 
theory  of  indfflc  numbers  of  price  movements.  In  this 
field  there  are  two  fundamental  questions:  (1)  Just 
what  are  the  measurable  phenomena  defined  by  the 
phrase,  dumges  of  the  general  level  of  priceat  (2)  Sim- 
ilarly, what  is  the  precise  meaning  to  be  given  to  ibe 
phrase,  average  changes  of  pricesf  For  the  present  I 
limit  myself  to  the  first  of  these  two  problems.  I  hope 
to  deal  with  the  second  in  a  subsequent  pap^. 

For  convenience  we  may  begin  by  taking  the  general 
level  of  prices  as  defined  by  P  in  the  equation  of  ex- 
change, P-'M/T,  where  M  is  the  amount,  in  money 
units,  of  money  and  of  bank  deposits  exchanged  diiring  a 
year  or  other  definite  short  period  of  time  for  the  goods 
whose  general  price  level  is  sou(^t.*  7  is  the  quantity  of 

1  Id  thla  conauitlui  toy  (todeut  of  indu  nambat  will  think  id  tha  node  at  Hahv, 
UtehtlL  and  Pcnoni.  Tha  otW  ncant  wiltoi  on  Uw  prMbd  Io  wfaom  I  niib  to 
aakooiriadce  ut  awadil  nuanin  at  panonal  Indtbtada—  an  Umra.  FIoi  aad  WsWl 

■  M,  u  uHd  here,  oonHpoiuh  to  (jrr+JTP)  of  PnAaoi  FUier-a  foraiufaitiiB  irf 
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goods  exchanged  for  M,  measured  In  the  physical  units 
to  which  price  quotations  refer.  P  is  thus  the  (aritiim&- 
tic)  averse  amount  of  mon^  paid  by  buyer  to  sellers 
pw  plQT&icat  unit  of  goods  purchased.  The  problem 
is  to  determine  a  series  of  numbers  whose  variations 
shall  have  the  closest  possible  correlation  with  the 
variations  of  P  in  successive  periods  of  time. 

Now  a  price,  as  a  statistical  datum,  is  aiways  a  ratio. 
A  quantity  of  money  is  not,  for  statistical  purposes,  a 
price,  E^iart  from  its  relation  in  exchange  to  a  definite 
quantity  of  goods.  Just  as  P,  the  average  price  of  all 
goods  boi^t  and  sold,  is  the  ratio  between  M  and  T,  so 
any  price,  p,  is  the  ratio  between  m  and  t,  where  m  is  the 
nimiber  of  money  units  paid  for  t  units  of  goods. 

Commonly,  price  quotations  run  in  terms  of  the  ratios 
between  various  amounts  of  money  aud  angle  units  of 
goods,  that  is,  in  terms  of  unit  prices.  The  consequent 
of  the  price  ratio  is  made  unity,  and  price  is  expressed 
in  terms  of  the  Eintecedent  alone.  But  this  conven- 
ient practice  should  not  be  permitted  to  obscure  the  fact 
that  imit  prices  are  themselves  ratios,  that  a  price  of 
two  dollars  per  bushel,  for  example,  may  be  expressed 
not  only  as  the  ratio  between  2  and  1,  but  quite  as  ac- 
curately as  the  ratio  between  4  and  2,  or  between  30  and 
15,  or  as  any  other  equal  ratio. 

A  good  example  of  the  significance  of  the  point  that  in 
devising  index  numbers  prices  must  be  treated  as  ratios 
is  gtv^i  by  what  may  be  termed  the  paradox  of  the 
arithmetic  and  harmonic  means.  "In  European  coun- 
tries," says  Professor  A.  C.  P^ou,^  "price  is  usually 
measured  by  naming  the  number  of  imits  of  the  stand- 
ard of  vfdue  which  will  buy  a  unit  of  the  commodity; 
in  India  it  is  measiued  by  naming  the  nimiber  of  units  of 
the  commodity  which  can  be  piux;hased  by  a  unit  of  cui^ 

I  WaaUh  ud  WaEtara.  pp.  S5,  M. 
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Kitcy.  Tbe  choice  between  these  two  ratios  is  obvious^ 
a  pure  loatter  of  ubitrary  convraition.  But,  to  c<Hn- 
bine  price  ratios  taken  on  the  Indian  plan  into  an  arith- 
metic mean  is  equivalent  to  combining  Edmilax  ratios 
taken  on  the  Eiiropean  plan  into  a  harmonic  mean!" 

B7  "price  ratios,"  it  seems  from  the  context,  FiofessOT 
Pigou  means  relative  prices  —  the  ratios  of  -pnoes  in  one 
year  to  tiie  prices  of  the  sune  goods  in  another  year. 
Thus  if  the  imweighted  arithmetic  mean  of  relative 

prices  is  2  ("l/n,  the  reciprocal  of  the  harmonic  mean 


..(!)/„. 


which  is  the  arithmetic  mean  of  relative 

prices  expressed  in  the  Indian  manner,  such  as  r-;— • 

The  effect  of  using  the  reciprocal  of  the  hannonic  mean 
of  relative  prices  instead  of  their  arithmetic  mean,  it 
will  be  noted,  is  to  shift  the  base  from  one  to  the  other 
of  the  two  years  involved  in  the  comparison.  That  ia, 
the  reciprocal  of  the  imweighted  harmomc  mean  of 
relative  prices  is  identical  with  the  unweighted  arith- 
metic mean,  except  that  the  base  is  shifted. 

The  significance  of  this  lies  in  the  fact  that,  as  is  well 
known,  when  basing  years  are  shifted  the  results  indi- 
cated by  the  use  of  the  arithmetic  average  of  relative 
prices  are  modified.  Neither  the  harmonic  mean  of  a 
group  of  ratios  or  its  reciprocal  will  accord  with  their 
arithmetic  mean.  Yet  prices  quoted  in  the  Indian 
manner  are  the  reciprocals  of  prices  quoted  in  the  w^ 
to  which  we  are  accustomed.  What  is  more  important, 
the  market  facts  are  wholly  independent  of  the  manner 
of  quotation.  "Five  cents  a  poimd"  and  "twenty 
pounds  for  a  dollar"  are  identical  prices.  Where  the 
basic  facts  are  the  same  the  two  methods  of  quotation 
should  lead  to  identical  index  numbers. 
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Similar  condderations  hold  with  respect  to  un- 
weighted aver^^  of  edmple  or  "absolute"  prices.  In 
general  the  arithmetic  mean,  ^{p)/n,  is  not  in  agree- 
ment with  the  harmonic  mean,  n/sf-)-  Andnosystem 

of  w^ghting,  unless  it  be  wholly  wbilrary,  will  bring 
the  two  means  into  agreement,  so  loi^  as  the  prices 
averaged  are  treated  as  quantities  instead  of  ratios. 
To  treat  p  as  merely  a  sum  of  money,  five  cents  for 
example,  and  its  reciprocal  1/p  as  a  quantity  of  a  com- 
modity, twenty  pounds  for  example,  is  to  handicap  our^ 
selres  by  a  serious  initial  error. 

But  if  we  hold  rigoroiuly  to  the  fimdamental  fact  that 
price  is  always  a  ratio,  involving  two  magnitudes  —  a 
quantity  of  money  and  a  quantity  of  goods — the  prob- 
lem may  be  said  to  solve  itself.  The  way  in  which  prices 
happrak  to  be  quoted  does  not  affect  the  result.  Following 
the  notation  already  indicated,  put  m/t  for  p.  Then  the 
only  arithmetic  mean  which  has  any  obvious  meaning  is 
tiie  weighted  mean,  2{m)/li(t),  or  2:(tp)/S(0.  In  a  sim- 
ilar way  the  weighted  harmonic  mean  is  2  (m)/£  ( m~ ) ,  or 

2((p)/2;(0-  It  is  identical  with  the  weighted  arithmetic 
mean.  This  weighting  of  the  arithmetic  mean  of  actual 
prices  by  physical  quantities  of  goods  and  of  the  har- 
monic mean  by  qiiantities  of  money,  or  "values,"  is  in 
no  sense  arbitrary.  It  is  clearly  indicated  or  even  com- 
pelled by  elementary  considerations. 

The  paradox  which  has  just  been  discussed,  like  a 
host  of  other  difficulties  which  beset  the  construction 
and  interpretation  of  index  numbers,  springs  from  erro- 
neous methods  of  hftnijling  ratios.  These  errors  have 
cr^t  into  the  treatment  of  the  problem,  I  believe, 
through  the  habit  of  identifyii^  ratios  with  t^  f  rac- 
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tioDS  commonly  used  to  express  them.  FiacticoiB  wfaoae 
numerators  are  the  anteoedents  of  ratios  and  whose 
denominators  are  their  consequents  may  be  subjected 
to  certain  mathematical  operations  without  affecting 
the  essential  nature  of  the  relatirais  they  ei^ress.  But 
addition  and  subtraction  are  not  always  among  tiiese 
Intimate  operations.  Ratios  are  not  alwa^  safely 
treated  as  additive  quantities. 

M(H«over,  whm  the  fractions  used  to  express  ratios 
are  added  as  part  of  the  process  of  finding  their  arith- 
metic mean,  they  are  first  reduced  to  a  conmion  de- 
nominator. This  involves  an  utntraiy  wmghdng  of  the 
numerators.  In  conmion  practice  the  numerators  aie 
determined  by  the  condition  that  the  denominate 
shall  in  each  case  be  unity.  Then  the  denominators  are 
forgotten,  the  niunerators  are  termed  "prices,"  and 
their  mean  is  held  to  be  an  "average  price."  What  tiie 
imwdghted  arithmetic  mean  of  actual  prices  really 
gives  is  merely  the  average  mon^  cost  per  unit  of  a  bill 
of  goods  conajsting  of  one  unit  each  of  the  difFoent 
commodities  whose  price  quotations  are  used.  Sim- 
ilarly the  reciprocal  of  the  unweighted  harmonic  mean 
gives  the  average  number  of  physical  units  of  goods  ex- 
changed for  one  unit  of  money.  The  difference  betwe^i 
the  results  given  by  the  two  means  is  due  to  the  pres- 
ence in  each  case  of  weighting  that  is  none  t^  less  ar- 
bitrary because  it  is  not  intended.  In  one  case  an^ 
tmits  of  goods  and  their  money  costs  are  the  compo* 
nents  of  the  average.  In  the  other  case  its  components 
are  units  of  money  (dollars)  and  "dollar's  worths"  of 
goods.  One  mean  has  as  good  a  claim  to  represent  the 
general  price  level  as  the  otha*.  But  for  neitli^  is  Ibe 
claim  valid  unless  it  is  expressly  understood  tiiat  tlie 
mean  represents  merely  a  group  of  prices  whose  peculiar 
composition  is  dictated  by  the  method  by  which  the 
mean  is  constructed. 
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We  have  seen,  however,  that  with  complete  weighUng 
the  two  means  lead  to  conedsfent  reeults.  THie  reciprocal 
of  the  arithmetic  mean  becomes  identical  with  the  arith- 
metic mean  of  the  reciprocals  of  the  components  of  the 
ori^nal  mean.  This  illustrates  an  elementary  but  im- 
portaat  difference  between  the  imwei^ted  and  the 
completely  w^hted  arithmetic  mean  of  ratios.  The 
imweighted  arithmetic  average  of  ratios  is  a  "fictitioiis 
mean"  of  the  familiar  type,  but  its  claim  to  represent  or 
typify  a  group  of  ratim  is  marred  by  its  hidden  wont- 
ing and  especially  by  the  fact  that  it  gives  different  re- 
sults according  as  the  ratios  whose  mean  it  purports  to 
be  are  expressed  by  one  form  of  fraction  or  another. 
But  the  completely  weighted  arithmetic  average  is  not  a 
"fictitious  meuL"  In  fact  its  title  to  the  name  average 
or  mean  might  even  be  disputed.  It  is  nothing  but  a 
ratio  of  aggregates.  It  is  constructed  by  a  process  of 
summation  rather  than  of  "avenging."  Its  antecedent 
and  consequent  are  the  re^>ective  sums  of  the  antece- 
dents  and  consequents  of  its  constituent  ratios. 

Conader  an  example  taken  irora.  another  statistical 
field.  The  [ffoportion  of  the  population  of  each  state 
found  in  some  specified  population  group,  those  for  ex- 
ample "vha  are  gtunfully  employed,  is  reported  by  the 
federal  censua  For  any  one  state  this  proportion  is  the 
red[ntical  of  the  ratio  of  the  whole  population  of  the 
state  to  tiie  munber  who  are  gainfully  employed.  An 
imwei^ted  mean  of  the  per  cents  which  express  the 
proportions  found  in  the  different  states  might  con- 
c^vably  be  held  to  represent  the  proportion  gainfully 
onployed  in  an  imaginary  "average  state."  But  its  re- 
ciprocal is  likely  to  differ,  perhaps  rather  widely,  from 
the  unweighted  mean  of  fractions  which  have  whole 
populations  as  numerators  and  numbers  gainfully  em- 
ployed as  denominators.    Yet  this  second  mean  has 
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as  valid  a  title  as  the  first  to  be  the  ratio  attributed 
to  the  "average  state."^  With  complete  wdg^ting  tiu 
tiro  means  are  lnx>ught  into  agreement.  But  they  no 
longer  indicate  a  "fictitious,"  "represoitative,"  or  "top- 
ical" condition.  They  express  for  the  United  States  as 
a  whole  the  ratio  between  the  aggr^^te  mmiber  gainr 
fully  employed  and  the  aggr^^te  population.  In  a 
similar  way  the  completely  wd^ted  arithmetic  mean 
Tdiich  we  hare  been  discusdng  is  not,  properiy  speaking, 
an  average  of  separate  classes  of  prices.  The  ratio  be- 
tween the  total  amount  of  money  exchanged  for  goods 
and  the  total  quantity  of  goods  exchanged  for  money 
directly  expresses  the  general  or  a^r^ate  price  leveL 

It  should  be  clear,  of  comw,  that  this  method  of  sum- 
mation, of  finding  a  ratio  between  aggregates,  may  be 
used  appropriately  in  obtaining  a  general  expresmon  for 
other  groupii^  of  price  ratios  than  those  ^liiich  corre- 
spond to  P  in  the  equation  of  exchange.  The  geno^ 
price  level  of  goods  produced,  of  consumers'  goods,  of 
e^wrts  or  imports,  etc.,  may  likewise  be  expressed  as 
ratios  of  aggregates.  For  each  special  problem  there  is 
a  different  selection  and  a  different  weighting  of  tiie 
price  ratios  which  eater  into  the  aggregates.  The  ratio 
P,  however,  alone  has  a  right  to  be  termed  the  genoal 
price  level.  For  price  is  a  fact  of  exchange  rather  tiian 
of  production  or  consumption.  If  prices  are  tbransdves 
to  be  taken  as  our  fundamental  facts,  all  the  prices  that 

1  A  MHiMirfaat  rimiUr  problem  ii  onktsd  by  the  reqniniiMiit  ol  iha  Conetitiitiaa 
Uut  "H«pn«eiit«tina  ill*!!  b«  kppoctioDed  uiuaiS  Um  MT«nl  (tatee  M 
mpeotiTe  numben."  Tbe  arithmetic  meui  will  in  «• 


nnmenton  ol  tlia  [raotiou  mad  to  aipnae  kpportioiuiwiit  ntio.  PtMedent  uhI  (ndi- 
tion  lui^Art  the  pneent  pzmotice  of  ualo^  tiie  fixit  of  tlu*e  two  forma.  Tbia  lina  zwlta 
*Iiioh  in  the  lon«  run  an  tnore  faTonfale  to  tbe  luser  (tatea  than  would  be  obtained  by 
naint  the  rwdproaala  of  aoeh  fraotiona.  Di.  J.  A.  Hill  and  Profcaor  E.  V.  HoBliivtiH 
iiave  ihown  that  thia  partioular  problou  cnila  for  the  uae  of  tbe  leometric  tvths  than 
thoarlthmetkimean.  WlththaBaametrieniBa,of  ei»uM,tbefarmUiafiBetimtakak 
a  matter  of  iDdiSenaoe,  lor  tbe  feometrie  mean  of  the  recqiroeala  of  tnetioiiB  ia  tfaa 
radprooal  of  the  seometrie  mean  of  tbe  tncUana  in  their  original  tonn. 
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occur  have  to  be  taken  into  account.  That  is,  all  ex- 
changes must  be  taken  into  account.  And  ednce  ex- 
change involves  two  sorts  of  infinitudes  —  quantities 
of  money  and  quantities  of  goods  —  neither  nxagnitude 
taken  alone  gives  a  safe  basis  for  weighting. 

Some  aspects  of  the  matter  may  be  brought  into^a 
clearer  light  by  a  geometrical  device.  The  equation  of 
exohai^  may  be  represented  by  a  right-angled  triangle, 
as  in  the  accompanying  diagram.     The  horizontal  and 


^ 

ift 

■u, 

.^^^\^ 

-  .rr:'                        J 

L                         X 

vertical  ddes  represent  T  and  M  respectively,  while  P  is 
the  tangent  M/T,  the  slope  of  the  third  dde,  OA.1 

Knowledge  of  tiie  absolute  magnitudes  of  M  and  T 
woiild  ^ve  us  the  value  of  P.  But  the  most  available 
and  certainly  the  most  tniBtworthy  data  are  observa- 
tions on  the  price  ratios  at  which  different  goods  are 
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exchanged  for  money.  These  may  be  eupplemfflkted,  we 
must  assume,  by  some  knowledge  of  the  leJative  magni- 
tudes of  the  volume  of  trade  in  the  same  goods.  That  is, 
our  data  are  certain  p's  and  fs.  Our  facts  are  incomplete. 

What  is  the  best  method  of  inferring  from  our  parUa 
otservations  the  most  probable  value  of  P,  that  is,  the 
most  probable  slope  of  the  line  OA? 

If  each  reported  price  (itself  to  be  interpreted  graph- 
ically as  a  tangent  or  slope)  be  taken  as  a  separate  and 
independent  observation  on  the  v^ue  of  P,  that  is,  cm 
the  tangent  or  slope  M/T,  the  problem  is  obviously  ihaX 
of  fitting  a  straight  line  to  a  number  of  obs^ved  ptunts, 
each  subject  to  unknown  but  presumably  unbiased 
errors.  The  method  of  least  squares  suggests  itself.  This 
method,  it  will  be  remembered,  involves  the  principle 
of  the  arithmetic  ntean.  The  appropriate  formula  is: 
P-2((fn)/S(i»)-2(*»p)/2(r). 

'Whore  only  one  phyEdcal  tmit  of  each  commodity  is 
taken  into  account  this  formula  becomes  ^(p)/n,  the  un- 
wedghted  arithmetic  mean  of  unit  prices.  Graphically 
this  may  be  interpreted  by  concaving  the  slope  of  the 
line  as  determined  by  passing  it  through  the  ori^n  and  a 
pdnt  fijffid  by  the  arithmetic  mean  of  the  n  values  of  HbB 
ordinate  m  at  the  point  wbsite  the  abscissa  t  is  unity. 

Taking  the  different  magnitudes  of  t  into  account, 
the  method  ^ves  a  less  familiar  result.  The  ratio 
2:(£^)/S(^  is  an  arithmetic  mean  weighted  in  accord- 
axtce  with  the  squares  of  the  numbers  of  commodity 
units  sold  at  the  stated  prices.  That  is,  it  is  what  is 
commonly  deemed  a  properly  weighted  arithmetic  mean, 
operated  upon  by  again  multiplying  its  differrait  com- 
ponent terms  by  the  wei^ts  already  used. 

But  the  old  difficulty  remains.  Invert  the  brian^e, 
unng  its  base  as  an  axis,  and  then  rotate  it  in  a  clockwise 
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direction  so  that  its  vertical  side  becomes  horizontal. 
Itie  slope  of  tlie  hypothenuse  is  now  T/M,  or  \/P. 
The  formula  for  determining  this  slope,  according  to  the 


method  of  least  squares,  is  £(7nt)/2;(m*),  or  S  [ — j  /Sfm' 

Letting  m  equal  unity  this  gives  "Z  \-\  /n,  the  reciprocal 

of  the  unwdghted  hannonic,  THai  of  the  unwei^ted  arith- 
metic mean.  Nor  is  the  wei^ted  form,  S(ntt)/Z('m*), 
the  reci[Ht>cal  of  the  correlative  form  previously  found, 
E((m)/2(P).  Their  product  is  [Z(»n*)]VlS(m')  X  2:((»)1, 
which  is  not,  in  general,  equal  to  unity. 

As  betweoD  these  two  weighted  f  (ums  there  seems  to 
be  DO  ground  of  preference.  But  they  may  be  combined 
or  averaged  so  as  to  give  each  of  them  equal  we^t. 
This  is  best  done  by  using  the  geometric  mean.  The 
result  is  Vsf^7s(^,  or  V2(^72(^.  The  method  of 
least  squares,  therefore,  does  not  lead  to  the  ratio  of  ag- 
gregates, but  to  another  weighted  aritimietic  mean,  the 
square  root  of  a  weighted  average  of  squares  in  which 
the  wei^ts  are  also  squsied. 

The  use  of  this  formula,  novel  as  its  apjdication  to 
price  statistics  is,  might  pn'haps  be  justified  in  cases 
where  the  price  quotations  avulable  could  property  be 
r^arded  as  merely  a  relatively  small  random  samite  ai 
the  complete  series  of  actual  prices.  At  any  rate,  this 
weighted  average  of  squares  is  the  only  defenuble  form 
of  arithmetic  mean  of  actual  prices  which  can  be  re- 
garded as  "representative"  rather  than  "summational" 
or  "aggregatic." ' 

In  general,  however,  the  amUogy  between  the  relation 
of  observed  prices  to  the  general  price  level  and  the  rda- 

■  A  imf  ol  dtwriptir*  xliwitlTg,  niKMtad  by  VnUmot  Ining  TUwr. 
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tion  of  points  ^veD  by  experimentation  or  observatioD 
to  the  equation  of  the  brat-fitting  curve  or  line  may 
eaaly  be  Btresaed  too  heavily.  Price  statistics  are  not,  in 
a  strict  sense,  independent  observations  of  an  unknown 
magnitude  —  the  general  price  level.  Each  recorded 
observation  is  a  partial  rather  than  an  independent 
report  on  that  magnitude.  The  antecedent  and  the 
ccaisequent  of  the  reported  price  ratio  enter  into  the 
sums  which  constitute  the  antecedent  and  consequent 
of  the  general  price  ratio. 

If  all  exchangee  were  reported,  the  equation  of  ex- 
change could  be  written  P  =  2{m)/2(0.  And  if,  tho 
not  complete,  our  list  of  r^wrted  fvices  is  reasonably 
laige  and  representative,  it  may  be  used  to  g^ve  a  ■partial 
'  man.  That  is,  we  take  £(m)/£(0  as  ^ving  a  woricable 
approximation  to  M/T.  We  must  assume,  therefore, 
«ther  that  the  remainders  Af — S(m)  and  T— 2(0  are 
relative  small  as  compared  with  S(m)  and  £(0,  or  that 
the  unknown  ratio  [JW— r(m)]/[r-2(0]  is  not  likely 
to  be  greatly  at  variance  with  the  ratio  2(m)/2(0,  and 
as  likely  to  be  above  it  as  below  It. 

In  practice,  as  we  have  already  seen,  this  method 
means  the  use  of  tiie  ratio  of  aggr^iates.  Gn^jhicaUy, 
this  amounts  to  detenmning  the  slope  of  the  line  O  A  by 
passing  it  through  a  point  whose  ordinate  is  2(m)  aaA 
whose  abscissa  is  2(t).  This  is  equivalent,  of  course,  to 
the  addition  of  a  series  of  vectors,  each  of  which  is  de- 
termined by  a  particular  weighted  price  ratio,  mfl,  just 
as  OA  is  deteimined  by  M/T. 

With  the  general  price  level  determined  there  is  no 
technical  difficulty  in  the  way  of  comparing  one  year's 
prices  with  another's  by  constructing  a  series  of  index 
nimibers  representing  the  fluctuations  of  the  general 
price  level.   It  is  necessary  only  that  tlie  inioe  level  in 
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eadi  successive  year  be  expressed  as  an  iodepeiident 
magnitude.  With  this  conditi<m  met  relative  changes 
in  the  price  level  are  easily  determined.  The  results 
do  not  depend  upon  the  sdection  of  a  particular  basing 
year  OTp^od. 

With  constant  weightii^  Z(0  is  constant,  and  the  in- 
dex numbers  express  merely  the  fluctuations  of  S(m). 
In  this  form  index  munbers  of  the  general  price  levd  are 
the  "weighted  sums"  which  several  recent  writers  have 
lanlted  amx)ng  the  better  index  numbers,  and  v^ch 
have  proved  themselves  serviceable  in  practice.  But 
the  free  from  some  of  the  defects  of  other  familiar  types 
of  index  numbers,  these  weighted  sums  are  not  wholly 
satisfactory  expressions  of  the  general  [nice  levd.  They 
indicate  merely  the  vaiying  amounts  of  money  pay- 
ments required  by  sales  of  constant  quantities  of  goods 
at  i»ioes  detennined  in  part  by  the  condition  that  such 
sales  have  not  m  fact  been  constant.  Or  with  other 
wftighta  than  t,  they  may  indicate  the  nVntTiging  market 
value  of  a  constant  volume  of  production,  or  the  chang- 
ing cost  of  a  fixed  bill  of  goods  or  of  a  fixed  standard  of 
living. 

Another  sort  of  weighted  sum  is  possible.  If  2(ni) 
and  its  constituent  parts  are  treated  as  constants  2(0 
would  serve  as  a  weighted  sum.  Its  variations  would 
show  the  fluctuations  in  the  volume  of  goods  that  would 
be  sold  under  the  condition  that  constant  amounts  of 
money  are  assigned  to  the  purchase  of  each  commodity 
at  prices  determined  in  part  by  the  condition  that  money 
payments  are  not,  in  fact,  constant. 

The  two  different  types  of  weighted  sums  pve  dif- 
ferent, and  inconsistrait,  index  niunbers.  There  is  no 
reason  to  prefer  one  to  the  other  as  an  index  of  the 
"general  level  of  pricea"  For  this  purpose  neither  is 
satisfactoiy.    Each  has  its  own  significance,  but  this 
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Bgnificsnce  lies  in  the  particular  meaning  detennined 
hy  the  method  of  cooBtruction.  Paucity  of  data  mato 
the  second  type  impracticable  exc^t  for  the  study  d 
limited  fields  of  production,  c(Hurumption,  and  trade. 
But  it  has  a  better  right  than  the  other  to  be  conodered 
an  index  of  the  "purchadng  power  oi  money." 

As  compared  with  the  weif^ted  sum,  the  ratio  of  ag- 
gr^at«8  has  not  met  with  equal  favor.  This  may  be  ac- 
counted for  by  a  variety  of  circimiBtances.  Doubtless 
the  limitations  in  the  meacu^  of  oth^  types  of  index 
numbers,  including  weighted  sums,  have  not  always 
been  fully  realised.  Moreover,  the  magnitudes,  even  tibe 
relative  magnitudes,  of  t  (as  of  other  posedble  wei^ts 
that  might  represent  phyacal  quantities)  are  so  incom- 
pletely and  inaccurately  known  as  to  discourage  at- 
tempts to  estimate  and  utilize  tbdr  fluctuations  in  index 
numbers  of  the  general  level  of  prices.  Most  of  all,  I 
suspect,  it  has  been  felt  that  an  average  into  which  enter 
such  heterogeDeous  things  as  tons,  yards,  gallons,  and 
dozens,  is  devoid  of  meaning. 

With  respect  to  this  last  objection  it  should  be  ob- 
served th&t  for  ascertaining  the  price  level  there  would  be 
no  advantage  in  converting  these  incongruous  physical 
units  into  some  oammon  measure,  tons  for  example,  as 
is  sometimes  done  in  statistics  of  for^gn  trade.  This 
would  nii^rely  introduce  a  new  and  deceptive  system  of 
wei^ting.  Moreover,  price  ratios  between  homi^eneous 
m(mey  units  and  heterogeneous  units  of  goods  are  them- 
selves comparable  things,  and  such  ratios  are  all  tiiat  is 
involved  in  the  ratio  of  aggregates.  The  price  ratio  itself 
is  taken  as  the  fundamental  statistical  datum.  In  that 
ratio  each  physical  imit  ^ures  merely  as  tiie  quantum 
in  terms  of  which  prices  are  made  and  recorded.  Viewed 
as  quantities  the  diCTerent  sorts  of  pbyacal  units  are, 
admittedly,  not  properly  comparable  one  with  another. 
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But  they  are  used  here  merely  as  terms  in  ratios,  and  the 
comparability  of  such  ratios  is  implied  in  the  veiy 
phrase,  "the  general  level  of  prices." 

A  serious  difficulty  appears,  however,  when  the 
changing  volume  of  trade  in  different  types  c^  com- 
modities is  taken  into  account.  Other  things  bong 
equal,  if  sales  of  commodities  whose  unit  prices  are  low 
come  to  make  a  larger  proportion  ol  the  total  volume  of 
exchangee,  the  fact  will  be  reflected  in  a  lower  general 
level  of  prices.  Similarly,  if  the  sales  of  commodities 
whose  unit  prices  are  high  grow  fastra  than  other  sales, 
the  general  level  of  prices  will  be  higher.  While  not 
without  their  own  significance,  changes  of  this  kind 
obscure  the  action  of  larger  forces. 

For  this  reason,  and,  so  far  as  I  now  see,  for  this  reap 
son  only,  thia«  is  some  advantage  in  measunng  trade  in 
"dollar's  worths"  rather  than  in  angle  physical  units. 
Conversion  of  physical  units  into  "dollar's  worths"  may 
be  effected  on  the  baas  of  the  prices  that  prevail  in 
ather  of  uiy  two  years  whose  price  levels  are  to  be  com- 
pared. For  that  year  the  general  price  level  becomes 
unity.  For  the  other  year  it  becomes  2(nii)/2(fipa),  or 
Z(fipi)/2!(^e)i  where  t  still  represents  the  number  of 
I^ysical  units  sold  at  ihe  imit  price  p,  and  the  subscripts 
0  and  1  indicate  respectively  the  bamng  year  and  the 
other  year. 

This  result,  S(tipi)/S(^«))  rnay  be  taken  as  an  ex- 
pression of  the  relative  price  levd.  Like  the  absolute 
price  level  it  is  a  ratio  between  the  voliune  of  money 
p^^ments  and  the  quantity  of  goods  purchased,  but  in 
this  case  the  quantity  of  goods  is  measured  not  in  tons, 
yards,  bushels,  etc.,  but  in  the  amounts  that  were  ex- 
changed for  a  dollar  in  the  basing  year.  In  form,  how- 
ever, this  result  is  merely  a  ratio  between  wei^ted 
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Bums  of  unit  prices,  the  constaQt  w^^tB,  it  will  be 
noted,  being  not  those  of  the  base  year,  but  those  of  the 
year  whose  price  level,  relative  to  that  of  the  baaing 
year,  is  sou^t.  But  it  has  a  meaning  and  significance 
not  usually  attached  to  ratios  between  weighted  sums. 
One  difficulty  remains.  If  the  baaii^;  year  is  shifted, 
80  that  the  price  level  in  what  had  been  the  ba^ng 
year  is  now  expressed  as  relative  to  that  of  the  otitcr 
yeax  (which  now  becomes  unity),  we  have  the  fonn, 
^{t<iPo>/^%Vii-  This  is  not  in  general  tiie  redproeat  (rf 
the  other  form,  2;(fipj)/S(fipi,).  Here  again  the  geometric 
mean  may  properly  be  used  to  combine  the  two  incon- 
sistent results.*  We  then  have  as  the  expresaon  of  the 
relative  general  price  levd  in  the  year  denoted  by  tike 


,_      .  .,        |S(tiPi)       S((.Pi) 


"  S((.po)  ^  2(f,p«) 
I  have  the  more  confidence  that  this  is  an  accept^le 
solution  of  the  particular  problem  in  hand  because  Pro- 
fessor Irving  Fisher  has  already  reached  precisely  this 
result  and  has  adjudged  it  to  be  the  best  of  the  different 
formulas  he  has  examined  and  tested.*  Furthermore, 
Professor  Fisher's  result  has  the  weighty  approval  of 
Mr.  C.  M.  Walsh.*  So  far  as  I  know,  however,  tiie 
analysis  by  which  I  have  reached  this  conclusion  runs 
along  lines  which  differ  from  those  Professor  Fisher  and 
Mr.  Walsh  have  followed.  It  is  posdble,  therefore,  that 
in  attemptii^  to  find  my  way  into  the  fundamentals  <A 
the  problem  I  have  done  something  to  strengtlien  the 
lof^cal  foundations  of  Professor  Fisher's  index  numbw.* 

«  th*  aMmstrio  BMkn  U^M  OS  th*  bwt  tl»t  U  tla  t«o  w 
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On  the  basis  of  the  evidence  now  in  hand  I  believe 
this  to  be  the  best  single  ind^  number  of  the  general 
level  of  prices.  It  is  less  likely  to  be  deceptive  than  any 
other  formula  that  I  happen  to  know.  I  mean  that  it 
gives  a  more  direct  and  unequivocal  uiswer  to  the 
particular  questions  most  students  of  changes  of  the 
price  level  are  likely  to  have  in  mind.  But  I  fear  that  no 
sin^e  index  number  will  afford  a  sufficient  answer  to  all 
such  questions. 

It  should  be  clear,  moreover,  that  in  the  present  paper 
we  have  been  concerned  solely  with  the  problem  of 
changes  of  the  general  price  level.  The  measurement  of 
average  changes  in  prices  is  in  some  respects  a  distinct 
and  different  problem. 

Alltn  a.  Youno. 

Habtabd  nMivuurr. 
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I.  Recipbocitt  Aqbbeuent  of  1911 

It  is  not  surpiiaiiig  that  the  rejection  by  the  Canadian 
people,  through  their  verdict  in  the  genrasl  election  of 
1911,  of  tbe  Peeiprocity  agreement  then  negotiated  at 
Washii^ton  by  representatives  of  the  Canadian  and 
Ammcan  governments,  should  have  appeared  po^ 
verse^  unaccountable  both  to  the  general  public  in  the 
United  States  and  to  the  liberal  party  in  Canada  itsdf . 
Ever  Eonce  the  summary  repeal  of  the  Elpn  Reciprocit; 
Treaty  in  1866  —  action  v^ich  contributed  not  in- 
agnificantly  to  the  consummation  of  Canadian  con- 
federation in  the  following  year  —  suocesfflve  mismons 
and  overtures  from  Ottawa  had  sought  to  secure  a  re- 
newal of  reciprocity  relations,  and  reciprocil^  with  tiie 
United  States  was  a  common  plank  in  the  platforms  d 
both  political  parties  in  Canada.  The  distant  British 
market  and  the  me^^  domestic  demand  gave  little  in- 
ducement to  tiie  development  of  the  country's  resources, 
wiaLei  the  high  protective  policy  of  the  United  States 
largely  shut  oS  the  near^  and  moet  important  mu4c^ 
The  repeated  rejection  of  the  successive  negotiations  for 
a  new  redprocity  agreonent  or  modified  taziff  conce»- 
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edons,  and  the  opening  up  of  an  all-Ganadian  transcon- 
tinental route  with  the  completion  of  the  Canadian 
Pacific  Railway,  led  Canada  to  adopt  a  national  policy 
of  protection,  while  the  passing  of  the  McKinley  and 
Dingley  tarifiEs  made  it  necessaiy  for  her  to  seek  closer 
trade  relations  with  Great  Britain  as  a  substitute  for  the 
prohibitive  American  market.  ^  'WllMd  Laurier  had 
announced  at  the  time  of  his  election  to  the  premiership 
in  1896  that  "there  will  be  no  more  pilgrimages  to  Wash- 
ington," and  in  the  following  year  t^e  first  installment  of 
the  British  Preference  (amounting  to  one-ei^th)  was 
placed  upon'  the  tariff  book,  like  enlargement  of  this 
preference  to  one-third  in  1900,  and  its  reciprocal  ex- 
tennon  to  oUier  parts  of  tiie  empire,  followed  by  the 
creation  of  an  Intermediate  Tariff  eictended  by  treaty 
to  France  and  later  to  Belfpum,  had  been  pursued  in 
order  to  (^)en  to  Canada  altematiTe  overseas  maikets, 
and  thus  to  leesrai  her  commercial  dependence  upon  hw 
powerful  neighbor. 

While  thus  discontinuing  active  overtures  to  Wash- 
ii^ton  and  pursuing  the  alternative  policy  of  national 
protection  and  preferential  trade,  Canada  never  ceased 
to  entertain  the  prospect  of  freer  commercial  relations 
with  the  country  where  her  economic  interests  most 
naturally  lay.  The  enactment  of  the  Payne-Aldrich 
tariff  in  1909,  the  penalizing  maximum  rates  of  which 
would  apply  to  Canada  unless  specially  exempted  by 
the  President,  made  the  establishment  of  some  direct 
trade  arrangemrait  between  the  two  countries  seem  wdl- 
nig^  imperative. 

Accordin^y,  when  in  return  for  purely  nominal  tariff 
modifications  extending  the  Canadian  intermediate 
rates  to  a  doxen  tmimportant  imports,  President  Taf  t 
had  announeed  that  the  Payne-Aldricb  maximum  rates 
would  not  be  extended  to  Canada,  and  when  this  was 
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followed  by  an  invitation  from  Washington  for  a  cm- 
fraence  to  consider  a  liberal  readjustment  of  Canadiait- 
Ameiican  trade  relations,  the  Lauiier  ministry  felt  that 
tiie  time  had  at  last  arrived  when  the  long-awaited 
agreement  of  commercial  reciprocity  could  be  most  ad- 
vantageously negotiated.  The  growing  demand  in  die 
United  States  for  a  geueial  lowering  of  tiie  taiiff,  ee;>e- 
dally  on  foodstuffs  and  raw  materials,  gave  reason  to 
expect  that  a  reciprocity  arrangement  formulated  at 
this  time  would  not  be  on  terms  unfavorable  to  Canada. 

The  pact  eventually  drawn  up  by  Secretary  Knox  Tot 
the  United  States  and  by  Messrs.  Fielding  and  Pattrascm 
for  Canada  provided  for  its  validation,  not  by  tzea^ 
ratification  but  by  concmrent  legislation  at  Washington 
and  Ottawa.  Its  scope  was  confined  largely  to  the  prod- 
ucts of  tiie  farm,  forest,  mine  and  fisheries,  raw  and 
semi-prepared,  and  to  machinery  and  implements  <tf 
production.  Manufactures  generally  were  not  included, 
as  the  Canadian  government  was  not  prepared  to  reduce 
the  protection  demanded  by  eastern  Canadian  mann- 
faoturera.  On  the  Canadian  side  the  agreement  was 
designed  to  meet  especially  the  growing  insistence  of  the 
western  farmers  upon  freer  access  to  maricet  in  the 
United  States  and  for  cheaper  agricultural  maehineiy 
and  implements. 

This  object  appeared  to  be  amply  secured  by  the  in- 
elufflon  ia  the  free  list  of  cattie,  hogs,  sheep,  and  horses; 
wheat,  barley,  oats,  hay,  flaxseed,  and  potatoes;  butta, 
cheese,  and  e^s;  with  reduced  duties  on  meats,  bacon, 
hams,  canned  vegetables,  and  wheat  flour.  The  reduo- 
tion  in  farming  machinery  and  construction  materials 
was  less  than  the  farmers  would  have  deared,  but  the 
claims  of  Canadian  manufacturers  of  these  articles 
could  not  be  altogether  ignored  by  the  govenmient. 
Nevertheless  reductions  of  from  7}  to  25  per  cent  were 


^dbyGoogle 


RBCIPBOCITY  WITH  CANADA  577 

made  on  agricultural  machinery  and  implements,  auto- 
mobiles, cement  and  coal,  while  sawed  lumber,  shingles, 
cream  separators  and  binder  twine  were  confirmed 
"free."  The  biggest  advantage  from  the  Canadian 
farmers'  viewpoint  was  the  removal  of  the  27^  per  cent 
duty  on  cattle,  and  free  access  to  the  Minneapolis  and 
Chicago  wheat  maricets,  where  prices  ordinarily  ranged 
aevOTal  cents  higher  than  at  Winnipeg  and  from  which 
the  duty  of  25  cents  per  bushel  had  hitherto  limited 
Canadian  wheat  exports  to  considerably  less  than 
$500,000  value  annually. 

Even  apart  from  the  farming  conununity,  the  in- 
terests of  other  groups  of  the  population  seemed  to  be 
served  rather  than  menaced  by  the  operation  of  the  re- 
ciprocity agreement.  The  border  trade  of  convenience  in 
food  commodities,  especially  in  fruits,  vegetables,  and 
meats,  as  well  as  in  coal  uid  limiber,  was  bound  to  be 
generally  advantageous  to  the  consumers  of  a  popula- 
tion mainly  distributed  along  an  enormously  extended 
frontier.  The  protection  which  the  manufacturers 
claimed  as  their  indisputable  tightwas  scarcely  breached, 
much  less  than  the  i^rarians  and  free  tradeis  would 
have  desired.  The  pulp  and  paper  manufactiucrs  were 
reassured  by  the  action  of  the  Dominion  government  in 
announcing  that  it  had  ndther  the  power  nor  the  intent 
to  interfere  -mih  the  r^ulations  of  t^  provinces  requir- 
ing all  pulpwood  ci^on  leased  crown  lands  to  be  mfuiu- 
factured  in  Canada.'-  They  were  aware,  moreover,  that 
in  spite  of  Section  2  of  the  Canadian  Reciprocity  Act 
passed  by  Congress,  which  retaineusa  duty  on  pulp  and 
paper  manufactured  from  crown  land  pulpwood,  the 
needs  d  Axassnaeak  publidims  would  sootier  or  lat«r 
bring  about  tiie  imconditional  free  admiflsion  of  Cana- 
dian pulp  and  paper.  In  the  maritime  provinces  the 
free  admianon  of  Canadian  fish  to  American  maricets 
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waa  a  long  deeiied  c<mce88ioii,  vrtiile  the  Novb  Sootia 
ooal  produoeis  iriioBe  maricet  did  not  teadi  into  Ontaiio 
were  not  threatened  appreciably  by  the  8  ooit  reduction 
cm  coal  importfl  into  Canada. 

II.  Rejection  op  RsciPBOCFrT  in  Canada 
On  what  grounds  tiieai  was  such  an  eridentity  advan- 
tageous trade  ^[teement  so  emphatically  rejected  by  the 
Canadian  people  in  1911?  Why  did  tli^  now  i^use  the 
realisation  of  a  convraition  which  had  been  a  popular 
demand  and  an  object  of  Canadian  statesmanship  fcst 
neariy  half  a  craitury?  As  is  usually  the  case  in  the  pub- 
lic diacusaon  of  trade  relations,  the  purdy  ectHifMnie 
aq>eotB  became  involved  in,  and  distorted  by,  ccmadeira- 
tions  of  party  politics,  nationalism,  and  in  this  case,  aS 
Imperialism  as  welL  The  factors  that  contributed  to  the 
defeat  of  the  ^[teement  and  of  the  government  -wiadi 
championed  it,  altho  their  influence  was  a  decided^ 
complex  one,  may  be  summarised  with  sufficient  dia- 
tinctiiess. 

1.  First  and  most  deddve  was  the  refnenoe  oi  the 
issue  to  the  arbitrament  of  a  general  election  following 
a  prolonged  and  embittered  partisan  ddsate  in  the 
House  of  Ccmunons.  The  result  was  strikingly  similar 
to  that  which  recently  occurred  in  this  country  when 
the  League  of  Nations  issue,  after  the  violent  and  ob- 
structive contest  over  the  reservations  in  the  Senate, 
was  flung  into  the  arena  of  the  presidential  Section.  In 
each  case  the  party  which  eq>oused  the  req>ective  pacts 
was  due  to  pass  out  of  power  in  the  ordinary  trend  ot 
political  events,  and  every  partisan  charge  whicfa  could 
be  brought  against  the  government  counted  against  the 
agreement  and  the  covenant  tbemadvea. 

2.  Again,  as  the  slogan  of  "America  First"  domi- 
nated the  recent  presidentaal  election,  so  the  ^>peal  to 
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imperial  loyalty,  ikillfii%  applied  by  t^e  Conservative 
party,  more  or  lees  stampeded  the  Canadian  electorate 
in  1911.  It  was  represented  that  the  reeiprooity  agree- 
WKSOit  would  lessen  tiie  value  of  the  British  Prefereooe, 
and  divert  trade  from  imperial  to  ccaitinental  chaimels. 
It  was  strenuoudy  urged  that  the  opening  of  the  trade 
gates  on  the  frontier  would  be  the  first  step  in  Amraiean 
eeonomie  and  eventual  political  domination  in  Canada. 
The  Ix^y  <A  annexation,  supported  by  certain  garbled 
ottenmces  of  Mr.  Taft  and  the  American  press,  was 
hiridly  projected  on  the  near  hoiixon.  Canadian  na- 
tionality and  imperial  loyalty  were  represented  as 
directly  at  stake.  AccompaiQang  this  were  vivid  re- 
miodera  of  tiie  previous  rebuffs  which  had  greeted 
eaiiier  Canadian  proposals  towards  reciprocity. 

3.  These  sentimental  appeals,  while  the  loudest,  were 
by  no  means  the  only  considerations  that  influenced  the 
dectois.  Canada,  it  may  almost  be  said,  has  been 
building  up  her  national  structure  in  opposition  to  the 
natural  trend  of  eccmomic  intercourse  rather  than  in  ao- 
eordanoe  with  it.  Greographically  the  alignment  of  the 
Canadian  provinces  is  with  the  corresponding  bwder 
states  rather  than  with  one  anottter.  Until  componb- 
tively  recently  her  population  has  been  distr^Mited  as  a 
ftinge  along  the  intematitHud  boundary,  and  her  frontier 
has  been  pushed  ncntiiward  with  punful  sIowdsss.  llie 
800  mile  wilderness  of  New  Ontuio  has  Itmg  constituted 
a  veritable  No-Man's  Umd  between  East  and  West. 
Thanks,  however,  to  the  mi^mfioent  natural  waterway 
of  the  Great  I^kes  and  the  St.  Lawtenoe  and  to  the  eco- 
nomic marvel  of  the  Canadian  Pacific  Railway,  the 
country  has  laboriously  develt^ied  a  growing  mixx- 
provincial  intercourse  and  tra£Bc.  The  decade  and  a 
half  of  unexampled  pro^Kirity  which  Canada  had  en- 
joyed under  the  I^urier  administration,  the  swelling  in- 
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flux  of  imimgratioii  into  the  western  provinces,  the  ccm- 
Btruction  of  two  new  transconliDeiital  railway  systeans, 
the  ii^nd  development  of  overseas  trade,  and  the  lise  of 
lairge  manufacturing  industries  under  a  policy  of  ■pro- 
tectdon,  bad  combined  to  ^ve  Canadians  a  growing 
sense  of  self-reliance.  A  great  many  of  those  who  fore- 
saw that  the  reciprocity  measure,  with  its  inevitaUe 
extensions,  would  divert  trade  and  traffic  from  the 
hardly  constructed  east  and  west  channels  into  tibe 
broad  and  easy  north  and  south  courses,  feaied  that  this 
woidd  weaken  national  solidarity  and  intei|»ovincial 
interdependence. 

4.  While  no  Canadian  manufacturing  industries  vrwe 
directiy  threatened  by  the  reciprocity  aFm^ements,  the 
Canadian  Manufacturers  Association,  which  exercised 
great  influence  in  the  East,  arrayed  it«elf  against  it,  as 
the  first  installment  of  an  anticipated  genoitl  tariff 
reduction.  They  feared  that  if  the  western  fannas 
should  sell  their  crops  and  live  stock  extensivdy  in 
American  maricets,  they  would  inevitably  t«nd  to  pur- 
chase machinery  and  manufactured  goods  from  the  same 
quarter.  Manufacturers  strenuous^  refoesented  that 
tiie  agreement  would  vitally  affect  the  interests  of 
Canadian  labor  by  confining  it  to  the  production  <rf  raw 
materials,  and  shifting  it  from  those  manufacturing  oc- 
cupations in  which  tlie  hi^est  wages  were  paid.  Cana- 
dian wheat  woiild  be  ground  at  Minneapolis  instead  a& 
at  Winnipeg  and  Montreal;  Canadian  yeariing  cattle 
would  be  fattened  in  the  Misrasaippi  valley;  the  Cana^ 
dian  meat  packers  would  be  put  out  of  business  by  the 
Chicago  trust;  the  Ontario  &uit  growers  woiild  be 
ruined  by  the  earlier  Am^can  supplies.  The  powerful 
interests  of  the  Canadian  railways,  fearful  for  ^m&r  in- 
terprovincial  traffic,  were  aligned  beside  the  manufao- 
turers. 
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5.  One  of  the  most  valid  objectioDS  laised  against  the 
anaDgement  was  the  insecurity  of  its  duration.  Based 
on  concurrent  l^blation  in  the  two  countries,  it  would 
be  subject  to  summary  abn^tioD  at  the  pleasure  or 
caprice  of  either  party.  A  revisjon  or  amendment  by 
cme  nde  might  invalidate  the  whole  pact.  Its  adoption 
would  mean  the  diversion  of  Canadian  trade  from  its 
newly-established  overseas  channels  and  its  readjust- 
mezit  to  reciprocity  relations.  A  sudden  termination  of 
the  agreement,  after  this  change  had  been  accomplished, 
mi^t  cause  a  serious  embarrassmait  to  Canadian 


6.  Those  who  were  familiar  witii  American  economic 
conditions  and  who  regarded  redprocity  as  the  playing 
aS  of  one  "concesdon"  agunst  another,  foresaw  that  a 
lowering  of  American  duties  on  foodstuffs  and  raw  mar 
teiials  was  pending  in  any  case,  and  that  merely  by 
waiting  Canadian  farmers  and  paper  manufacturers 
mi^t  very  soon  expect  freer  access  to  American  mar- 
kets, without  bargaining  for  it  by  corresponding  coor 
cesdons. 

Out  of  this  election-time  complex  of  calculation,  senti- 
ment and  prejudice,  emanated  in  September,  1911,  a 
popular  verdict  which  swept  away  the  liberal  adminis- 
tration and  its  negotiated  pact,  retuming  133  Conserva- 
tives and  88  Liberals.  The  effective  victory  was  won  in 
the  province  of  Ontario,  where  Imperial  and  manufao- 
tuiing  interests  were  most  strongly  entrenched,  and 
whose  enormous  majori^  for  the  Conservative  party 
more  than  offset  the  net  Liberal  majority  in  the  remain- 
der of  the  country.  The  prairie  provinces.  Alberta  and 
Saskatchewan  (lUtho  not  Manitoba)  as  well  as  the 
maritime  provinces  declared  thonsdvee  emphatically 
for  recqirocity. 
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III.    Rbcipbocitt  and  "na  Underwood  Tabdt. 
Canadian  Tarifp  Changes 

Those  who  contended  liiat  the  American  tariff  catt- 
cessions  for  which  Canada  barguned  in  the  reciprocity 
agresnent  would  be  forthconung  gtatuitoudy  within 
the  next  few  years,  were  justified  by  the  event.  A  ocaa- 
parison  of  the  rates  offered  in  the  reciprocity  artsnge- 
ment  with  those  enacted  in  the  Underwood  tariff  shows 
that  most  of  the  market  restrictions  for  whose  condi- 
tional removBl  the  Canadian  agrariuis  had  supported 
the  pact,  were  relaxed  autonomously  by  tiie  American 
people.  The  American  tariff  revision  of  1913  ezteiided 
to  Canada  most  of  the  benefits  offered  in  the  reeiinodfy 
agreement.  It  is  true  that  oats,  hay,  bariey,  flaxseed, 
butter,  cheese,  and  canned  vegetables  were  merely  re- 
duced in  rates  instead  of  being  placed  on  the  free  list  as 
contemplated  by  the  1910  arrangement.  On  the  other 
hand  such  articles  as  meats,  bacon,  lard,  v4ieat  flour, 
lumber,  shingles,  coal,  pulp,  and  paper,  which  the  re- 
ciprocity agreement  had  placed  in  Schedule  B  (reduced 
in  duty)  were  free  listed  by  the  Und^wood  act.  In  the 
case  of  irtkeat,  v^eat  flour,  potatoes,  and  potato  prod- 
ucts the  act  made  the  removal  of  duties  dependmt 
upon  reciprocal  action  by  countries  denring  the  privi- 
lege. Canada  complied  by  Order-in-Council  of  April  17, 
1917  for  ^eat  and  ^eat  products,  and  Order-in- 
Council  of  November  7,  1918  for  potatoes.' 

In  the  case  of  pulp  and  paper,  Section  2  of  the  Cana- 
dian Reciprocity  Act  passed  in  Congress  had  provided 
for  free  admission  of  wood  pulp,  both  mechanical  and 
chemical,  and  paper  valued  at  not  more  than  4  cents  p^ 
pound,  provided  that  no  attempt  had  been  made  in 
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Canada  to  tax  or  restrict  the  export  of  that  particular 
consgnment  or  the  wood  from  which  it  had  been  made. 
As  the  five  provinces  owning  pulpwood  forests,  namely 
British  Columbia,  Ontario,  Quebec,  New  Brunswick, 
and  Nova  Scotia,  all  had  laws  requiring  that  leases  to 
out  pulpwood  on  crown  lands  could  be  granted  only  on 
condition  that  the  pulpwood  so  cut  should  be  muiu- 
factured  in  Canada,  tiie  intent  of  the  American  enact- 
ment vraa  to  ai^ly  pressuie  for  the  removal  of  these 
provincial  restrictions  by  discriminating  in  favor  of 
pulp  and  paper  produced  from  pulpwood  cut  on  private 
lands.  The  actuating  policy  of  the  Canadian  provinces 
was  the  development  within  their  borders  of  the  pulp 
and  paper  industry  for  which  it  was  felt  tliat  Canada's 
great  forest  and  waterpower  resources  gave  her  a  natural 
advantage.  Since  these  laws  were  provincial  crown  land 
regulations  and  not  unpositionB  of  export  duties,  the 
Dominion  government  had  no  jurisdiction  over  th^ 
cotBctment  or  enforcement,  and  had  on  that  accoimt  de- 
cliued  to  include  free  pulp  and  paper  in  Schedule  A,  so 
long  as  the  Americui  rates  remained  conditional.  In 
practice  it  became  very  difficult  for  the  American  cus- 
toms authorities  to  ascertain  whether  any  particular 
conagnment  of  pulp  or  paper  had  been  manufactured 
from  crown  land  or  private  land  pulpwood,  and  evasions 
were  frequent.  Moreover,  the  insstent  demand  of  the 
powerful  American  Newspaper  Publishers  Association 
for  uncmkditional  free  paper  and  the  growing  realization 
of  the  need  for  conservation  of  American  forests,  to- 
gether witli  the  failure  of  Section  2  to  secure  any  relaxa- 
tion in  the  provincial  regulations,  combined  to  procure 
in  the  Underwood  tariff  the  unconditional  free  importa- 
tion of  wood  pulp  fA  all  Idnds  and  of  ordinary  printing 
paper,  not  exceeding  in  value  2}  cents  per  poimd.  In 
1916,  when  the  price  of  newsprint  had  so  increased  tliat 
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it  no  loiter  came  in  free  under  this  valuation,  5  cents  a 
pound  was  substituted  for  2\  cents.  In  April,  1920,  the 
Fteffldent  signed  a  biU  raising  the  exemption  limit  to  8 
cents  for  a  period  of  two  years. 

Let  us  now  examine  the  opposite  tariff  fence  and 
observe  what  sections  Canada  may  have  lowered  or  re- 
moved during  the  period,  after  having  declined  to  re- 
model the  barrier  according  to  the  1910  ^lecifications. 
We  shall  Snd  the  structure  substantially  intact.  There 
has  been  no  general  revimon  of  the  tariff  in  Canada 
nnce  1907,  the  Conservative  [larty  which  took  office 
after  the  reciprocity  election  being  committed  to  the 
preservation  of  the  ensting  tariff.  During  the  greater 
part  of  the  period,  mraeover,  Canada  was  in  a  state  d 
war,  and  her  tariff  amendments  took  the  f  onn  prin- 
cipally of  Ordera-in-Council,  dictated  by  the  ezigenciee 
of  war  and  war  finance  mther  than  by  any  ctmsidraed 
tiade  policy.  Under  these  conditions  the  tariff  was 
actually  raised  for  emergency  purposes.  The  Customs 
War  Reveniie  Act  of  1915  levied  an  additional  war  tax 
of  5  per  cent  on  "preferential"  imports,  and  7}  p^*  cent 
on  the  intermediate  and  general  schedules.  This  was 
even  extended  to  many  articles  on  the  free  list,  but  did 
not  affect,  generally,  foodstuffs  or  agricultural  ma- 
ehinery.  The  tax  was  removed  by  amendment  of  July, 
1919,  for  all  preferential  imports;  and  for  all  otheiB  by 
an  act  (tf  May  18, 1920.  Within  the  limits  of  this  genial 
war  revenue  measure,  however,  redactions  had  been 
made  from  time  to  time  on  specific  conunodities,  being 
in  most  cases  concessions  to  the  demands  of  the  agri- 
cultural interests.  The  freelisting  of  wheat,  wheat  flour, 
and  potatoes  was,  as  we  have  noted,  written  into  the 
tariff  book  in  order  to  take  advantage  of  the  conditional 
exemption  of  those  commodities  in  the  Underwood  act. 
Cream  B^>arators,  com,  coke,  barbed  wire,  shingles,  and 
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certain  grades  of  lumber  were  already  on  the  Canadian 
free  list,  but  with  the  exception  of  the  first  two  they 
were  all  subject  to  the  TJ  per  cent  war  tax.  The  relaxa- 
tions in  the  Canadian  tariff,  it  will  thus  be  seen,  have 
been  comparatively  slight,  being  made  chiefly  either  to 
take  advantage  of  American  concessions,  or  to  meet  the 
most  insistent  demands  of  fanners  (agricultund  machin- 
ery, cement)  and  publishers  (typesetting  macbin^y). 

IV.   The  Trade  between  Canada  and  the 
Unitbd  States 

The  approximate  similarity  of  the  Ammcan  tariff 
idianges  as  contemplated  by  the  reciprocity  commis- 
ooneis  and  as  effected  by  the  Democratic  Congress  of 
1913  make  the  subsequ^it  period  an  informing  one  in 
which  to  observe  the  volume  of  Canadian  exports  to  the 
United  States,  as  affected  by  the  Underwood  act. 

Camadun  Expobtb  to  Uhitxd  Statu,  1610-19 

(MOHaDa  id  dollu*} 

1910 Ofi.l  191S 159.6 

1911 100.8  1910 2010 

1912 108.8  1017 321.0 

1913 120.6  1918 484.0 

1914 160.7  1919 460.0 

It  is  of  course  aasumable  that  with  the  greater  relative 
growth  of  American  industrial  to  rural  population,  and 
of  manufactured  to  raw  material  exports,  during  the 
decade,  t^ere  would  have  been  an  appreciable  increase 
in  imports  frcnn  Canada  irrespective  of  tariff  changes. 
The  period  of  course  is  not  a  normal  one.  A  conmd^^ 
able  amount  of  the  materials  imported  from  Canada 
wore  manufactured  and  re&cported  from  the  United 
States  as  war  suppliea  to  the  Allies  and,  later,  to  the 
American  Expeditionary  Foree.  Allowance  must  also  be 
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made  for  the  rise  in  commodity  prioes  duiing  tlie  decade, 
the  average  wholesale  prioes  in  1918  being  virtually 
double  those  of  1910.  Even  taking  tiie  exports  of  1918 
at  half  tlieir  registered  value,  so  as  to  reduce  them  to  the 
1910  scale  of  prices,  the  fonner  showed  an  increase  of 
131  per  cent  over  the  exports  of  the  earlier  year.  TTk 
openii^  of  the  American  market  throu^  the  tariff 
changes  proposed  in  the  reciprocity  agreement  and  ap- 
proximately effected  throu^  the  Underwood  legislation 
was  followed  by  an  immediate  and  continuing,rise  in  the 
voltmie  of  those  products  of  the  farm,  forest,  and 
fisheries  in  which  Canada's  natural  advantages  were 
greatest  and  the  demand  of  the  United  States  most 
pronounced.  The  Canadian  producer  and  the  nation  at 
large  undoubtedly  benefited  by  this  one-mded  ^ipUca- 
tion  of  the  reciprocity  arrangement. 

If  Canadian  exports  to  the  United  States  rose  as  the 
American  tariff  barriers  fdl,  the  maintenance  of  the 
Canadian  customs  restrictions  does  not  appear  to  have 
appreciabfy  checked  the  rising  volume  of  northbound 
American  exports,  as  indicated  by  the  following  figures 
(taken  from  the  Canada  Year  Book) : 

United  Statib  ExroKn  to  Cakada,  1910-20 

(In  milHoDa  irf  doIUn.     Hciuv  lor  flKslyHn,  aidi^  BfutbSt) 

1»5 296.5 

1918 8705 

1917 664^ 

1918 791.9 

1919 7«.» 

19» 802.1 

While  a  slump  appears  immediately  following  the  out- 
break of  the  war  —  due  presumably  to  the  sudden  ac- 
celeration of  Ammcan  exportation  to  Europe — -the 
volume  mounted  rapidly  after  Ihe  eariy  part  oi  1915, 
despite  the  customs  war  tax  of  7}  per  c^it  imposed  by 
Canada  in  that  year,  and  the  "quam-protection"  of  the 


IflOl  . . . , 

...  217.6 

1911  . . . . 

....  274^ 

1912  .. . 

...  8304 

1913  . . . . 

...  436.7 

1914  . . . . 

...  396.6 
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discoimt,  after  1917,  of  tita  Canadian  dollar  on  the  New 
York.  Exchange  —  ran^^ng  from  8  to  18  per  cent.  The 
figures  for  the  last  four  years  are,  of  course,  Bvollen  by 
the  sharp  ziae  in  commodity  prices.  Evoi  taking  the 
1918  exports  at  half  their  nominal  valuation  they  still 
show  a  real  increase  of  84  per  cent  over  the  1910  figures 
(compared  with  a  rise  of  131  per  cent  in  Canadian  ex- 
ports over  the  same  period). 

Among  the  classes  of  commoditiee  entering  most 
laifsety  into  this  border  importation,  manufactures  aioae 
in  1918  amounted  to  more  than  the  entire  American  ex- 
port trade  with  Canada  at  the  outbreak  of  the  war.  A 
great  increase  in  iron  and  steel  products,  in  cotton  manu- 
factures, and,  to  a  lees  extent,  in  woolens,  is  attributable 
in  part  to  the  limitation,  amounting  in  some  cases  to 
elimination,  during  the  war  of  accustomed  sources  of 
supply  in  Great  Britain.  An  even  ^«ater  increase  in 
drugs,  dyes,  and  chemicals  is  likewise  intimately  related 
to  the  cutting  off  of  German  exports.  In  spite  of  the 
British  Pxeference  and  &e  continuance  of  depreciation 
in  German  currency  it  is  not  likely  that  American 
manufacturers  will  be  forced  to  relinquish  the  full  meas- 
ure of  their  wartime  guns  in  these  commodities  in  the 
Canadian  market.  The  imports  of  automobiles  and 
automobile  parts  alone  increased  over  tenfold,  in  spite  of 
a  protective  duty  of  35  per  cent,  pbxs  the  7)  per  cent  war 
surtax.  A  considerable  portion  of  the  machinery  im- 
ports was  consigned  to  new  or  expanding  Canadian 
ln«nches  of  American  mills  and  factories. 

Of  raw  materials,  coal,  cotton,  com,  fruits,  tobacco, 
iron  ore,  and  hardwood  will  continue  to  be  substantial 
and  stable  imports,  bong  articles  which  Canada  either 
does  not  produce  at  all,  or  produces  in  inadequate  quan- 
tities, liie  very  conaderable  unports  of  fish,  meats, 
vc^tables,  canned  goods,  and  lumber,  in  which  Canada 
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has  if  anytiiing  a  greater  natural  advantage,  toe  doubt- 
less attributable  to  factors  of  border  convenience,  mar- 
keting, transportation,  and  special  grades,  varieties  or 
brands.  The  large  proportion  of  consumers'  goods  en- 
tering into  the  importation  of  the  post-armistice  yean 
has  been  due  in  part  at  least  to  the  sharp  increase  of 
purchasing  power  duiing  the  period,  with  the  attend- 
ant extravagances  in  expenditure,  which  even  the  heavy 
Canadian  luxury  taxes  were  ineffective  in  restraining. 
The  subsidence  of  the  abnonual  importation  in  tills  class 
of  goods  is  already  manifesting  itself. 

Making  all  reasonable  allowance  for  inflation,  war 
demands,  and  dislocation  of  European  markets,  the  in- 
evitable and  pennanent  nature  of  the  continental  north 
and  south  trade  is  sufficiently  manifest.  If  further  evi- 
dence were  needed  it  is  to  be  found  in  the  growth  in  the 
number  of  railwi^  lines  —  trunk,  spur,  subsidiary  or 
leased  —  crosedng  the  international  boundary,  from  mx 
in  1895  to  sixty-four  at  the  present  time.  In  the  year 
1920  Canada  was  the  second  best  customer  of  the 
United  States  in  her  foreign  trade. 

V.  PitEBiiirr  Statcs  op  RscipRocrrT  in  Canada 

It  is  now  a  decade  since  the  Liberal  party  and  liw 
reciprocity  agreement  were  rejected  by  the  Canadian 
electorate.  The  subsequent  passing  of  the  Und«*wood 
legislation  and  the  absorption  of  the  war  and  war  indus- 
try have  kept  the  issue  in  abeyance  during  the  greater 
part  of  the  period.  Canadian  producers  enjoyed  an  all 
absorbing  market  at  home,  on  the  continent  and  ove^ 
seas,  and  the  occasional  tariff  expedients  of  the  govem- 
ment  met  some  of  the  most  insistent  of  the  agrarian 
demands.  V^th  the  advent  of  the  reconstruction  period, 
however,  thn«  has  come  a  renewal  of  pressure,  not  wAy 
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for  the  adoption  of  the  reciprocity  ^reement  itself,  but 
for  a  general  tariff  revision. 

In  Ai^ust,  1919,  the  Liberal  Convention  at  Ottawa, 
at  which  Mr.  Mackenzie  King  was  chosen  as  the  suc- 
cessor of  Sir  Wilfrid  Laurier,  adopted  a  resolution  re- 
affirming their  fidth  in  the  principle  of  reciprocity.  Their 
tariff  policy  was  expressed  in  the  following  resolution: 

That  the  best  intereBte  of  Canada  demand  that  substantial  leduo- 
tionB  of  the  burden  of  customs  taxation  be  made  with  a  view  to  the 
sccompliahing  of  two  puTpoees  of  the  hle^est  importance: 

Fint.  —  Diminishing  Uie  very  hij^  cost  of  living  which  preesea  so 
severdy  on  the  masses  of  the  people. 

Second.  —  Redudng  the  cost  of  the  instruments  of  production  in 
the  induBtriee  based  on  the  national  resources  of  the  Dominion  .  .  . 

That,  to  these  eods,  iriieat,  vbeaX  flour,  and  aD  iHoducts  ot 
iriieat;  the  ptindpal  artides  MT  food;  fann  implements  and  ma- 
chineiy;  fann  tractors,  mining,  flour  and  saw  mill  machineiy  and 
mpaii  parts  thereof;  roiq^  and  dressed  lumber;  gascdine;  illuminat- 
ing, lubricating  and  fuel  oik;  nets,  net  twines  and  fishemwi'B  equif^ 
ments;  cements  and  fertilisen;  should  be  free  from  customs  duties, 
as  well  as  the  raw  material  entering  into  the  same. 

That  a  revision  downward  of  the  tariff  should  be  made  irtienby 
substantial  reductions  should  be  effected  in  the  dutjes  on  wearing 
^>pard  and  footwear,  and  on  other  articles  of  general  consufflptioo 
(other  than  luxuries),  as  well  as  on  the  raw  material  entering  into  the 
manufactute  of  the  same. 

That  the  British  preference  be  increased  to  60  per  cent  of  Uie  goi- 
eral  tariff. 

The  period  following  the  armistice  has  been  marked  in 
Canada  by  the  rise  in  every  province,  with  the  excei>- 
tion  of  Quebec,  of  strong  agrarian  pohtical  organizations, 
which  have  shown  notable  strength  in  provincial  elec- 
tions and  Dominion  by-elections.  In  October,  1919,  the 
province  of  Ontario,  which  had  ovrairhehned  the  rec- 
iprocity proponents  in  1911  and  in  which  more  ttmn 
half  of  the  manufacturing  industry  is  concentrated, 
repudiated  its  Conservative  government,  and  returned 
to  power  the  new  agrarian  party,  the  United  Farmers  <^ 
Ontario.  The  various  provincial  fanaen'  parties,  iviiicfa 
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have  TeoentJ^  been  merEed  and  broadened  into  Uie  Pro- 
greasiTe  party,  under  lihe  leadeifihip  of  Mr.  T.  A.  Cresar, 
President  of  the  powerful  United  Grain  Growero  (of  the 
western  provinces)  own  all^pance  to  the  Canadian 
Council  of  Agriculture.  ThiB  body  has  formulated  its 
tariff  policy  in  convention  in  the  following  unequivoeal 
terms: 

1.  An  immediate  and  aubetantul  aD-uound  rednctiim  of  the 
ouBtwnB  tariff. 

2.  Reduction  of  du^  on  goodB  imported  from  Qi«at  Britain  to 
CHie^ialf  the  nten  under  the  gm&al  tariff,  and  that  fuitber  gradual 
unifonD  reductionfl  be  made  in  the  remaining  tariff  on  BritMi  im- 
ports that  will  insure  oomj^te  free  trade  between  Great  Britain  and 
Canada  in  five  yean. 

3.  ThattiieReeQirod^agreecaentcrflSlliriudiBtiUramainsoD 
the  United  States  statate  book,  be  aco^ited  I^  the  Pu&meot  of 
Canada,  and  that  any  fuititer  leductians  of  the  tariff  a€  tiie  United 
Stet«e  be  oMt  by  fdmOar  reduction  of  the  Canadian  tariff  toward  the 
United  BtatM. 

4.  That  all  foodstuffs  not  inditded  in  the  ReoiprDcity  apeentent 
be  placed  on  the  free  list. 

5.  That  all  agricultuial  imji^Gmeiits,  fann  and  housdtcM  nia- 
ehioeiy,  vehiolea,  feriiliseis,  coal,  cement,  illuminating,  foA  and 
lulniCRting  oils  be  placed  on  the  free  list, 

6.  Hist  every  claim  for  tariff  protection  by  any  industiy  be 
publioly  beard  before  a  special  committee  <i  I^uiiament. 

It  is  apparent  that  the  taiiff  policies  of  the  two  pazties 
are  substantially  the  same.  The  liberal  party  in  oiq>oei- 
tion  declares  for  a  much  more  thoro-going  tariff  revifdon 
than  it  dared  to  propose  in  1911,  while  the  farmers  have 
decided  to  trust  to  neith^  party,  but  to  meet  mano- 
facturers'  by  agrarian  organization.  'Vt^th  both  parties, 
reciprocity  with  the  United  States  (on  the  1911  basis)  is 
regarded  as  merely  an  installment  of  a  general  tariff  re- 
duction. The  proposal  for  an  enlai^ed  measure  of  im- 
perial preference  is  actuated  by  sentimental  as  wdl  as  by 
biee  teule  motives,  while  the  gen»«l  demand  for  reduc- 
tion of  duties  upon  the  necesaties  of  hvingis  the  familiar 
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oppodtion  pledge  to  the  wage-earner,  which  in  practice 
UBUAlly  provee  EiuBoeptible  of  very  wide  compromise. 
It  is  upon  the  extenedon  of  the  recipiocity  agreanent  to 
include  all  foodstuff  b,  and  all  materials  and  implements 
entering  into  production,  that  both  parties  are  most  In- 
flistait  and  most  united. 

In  1919  and  again  in  1920  liberal  resolutions  have 
been  introduced  into  the  House  of  Commons  catling  for 
immediate  ratification  of  the  reciprocity  agreement, 
bdng  defeated  in  both  cases  on  struct  party  votes. 
During  the  past  summer  a  Tariff  Commisnon  of  Cani^ 
dian  Cabinet  ministers  conducted  hearings  from  coast  to 
coast,  listening  for  the  most  part  to  indent  representa- 
tions for  unrelazed,  if  not  enhanced  protection.  Inas- 
miich,  however,  aa  it  is  practically  certain  that  a  general 
election  will  follow  the  present  sesaon,  based  largdy 
upon  tiie  tariff  issue,  it  may  be  assumed  that  no  radical 
reviaon  will  be  undertaken  until  that  popular  verdict 
has  been  registered. 

VI.  Conclusions 
It  is  evident  from  the  forgoing  surv^  that  for  Can- 
ada the  question  of  reciprocity  with  the  United  States  is 
the  problem  of  recognizing  the  essential  economic  inters 
dependoice  of  the  two  halves  of  the  North  American 
continent,  witfiout  prejudicing  her  national  solidarity 
and  self-reliance.  As  a  policy  of  extreme  protection  aim- 
ing at  establishing  Canadian  economic  independence 
would  be  both  futile  and  self-injurious,  so  a  policy  of 
indiscriminate  free  trade  would  tend  to  make  Canada 
merely  an  eztenrnve  margin  of  cultivation  for  the  older 
developed  republio  to  the  south.  Canada  is  a  nation  as 
well  as  an  area.  At  the  same  time  it  is  separated  from 
its  neighbor  by  a  geodetic  rather  than  a  geographical 
boundary  that  f onns  the  longest  continuous  land  fron- 
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tier  to  be  found  between  any  two  coimtries  in  the  world. 
The  trade  policy,  then,  which  is  to  her  greatest  advut- 
tage  must  needs  be  one  which,  while  not  unmindful  of 
the  sentiment  of  history,  does  not  refuse  to  reoogQize  the 
solid  real^im  of  geography. 

We  have  seen  that  altho  the  reciprocity  agreement  of 
1910  failed  to  obtain  mutual  endoraement,  the  tariff  re- 
lations between  the  two  countries  have  been  consider- 
ably liberaJized  durii^  the  period  since  1913,  chiefly  on 
the  nde  of  the  United  States.  We  have  noted  the  re- 
sponsive rise  in  the  volume  of  Canadian  exports  to  the 
United  States,  where  American  duties  were  lowered  or 
removed.  This  353  per  cent  increase  between  1910  and 
1918  represented  a  very  appreciable  development  of 
Canada's  agricultural,  forest  and  mining  resources,  and 
a  sustained  mov^nent  of  American  settlement  and  in- 
vestment in  tiie  great  spaces  traversed  by  the  new 
transcontinentals,  dining  war  years  when  British  and 
European  immigration  and  capital  were  ihut  off.  While 
the  extraordinary  overseas  war  demand  for  Canadian 
produce  has  become  reduced  for  the  present  to  less  than 
even  normal  proportions,  the  vast,  adjacent  and  semi- 
open  maritet  of  the  United  States  has  offered  a  constant 
and  expanding  outlet,  for  those  products  irtiidi  the 
comparative  vir^nity  of  Canadian  natural  resources 
enable  her  to  extract  and  supply  to  the  greatest  advan- 
tt^.  The  inflation  of  wartime  prices  makes  it  difficult  to 
estimate  the  increase  in  market-price  which  Canadian 
producers  wo\iId  have  derived  from  the  freer  admission 
to  the  American  market  in  itsdf ,  but  the  gain  was  un- 
doubtedly present. 

Such  limited  tariff  modifications  as  Canada  herself 
made  during  the  period  have  scarcely  justified  in  their 
consequences  the  fears  of  the  reciprocity  opponents. 
The  free-listing  in  1917-18  of  ^eat,  wheat  flour,  and 
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potatoes  in  order  to  take  advantage  of  the  conditional 
terras  of  tiie  Underwood  tariff  in  regard  to  these  com- 
modities has  been  followed  by  a  small  increase  in  the 
importation  of  these  articles  which  has  presumably 
served  border  needs  (where  transportation  or  readier 
marketing  have  been  deten^uning  factors),  and  of 
which  the  Canadian  farmer  himself  is  likely  to  be  the 
last  to  complain.  The  free  admission  of  cattle  has  been 
of  advantage  both  to  stock  breeders  and  to  Canadian 
packers.  The  slight  reduction  in  duties  on  agricultural 
machinery  has  been  beneficial  to  Canadian  fanners  as 
far  as  it  has  gone,  without  bdng  prejudicial  to  domes- 
tic implement  manufacturers. 

In  view  of  this  experience  of  freer  trade  relations  be- 
tween Canada  and  the  United  States  during  the  past 
few  years,  and  of  the  general  economic  interdependence 
of  the  two  countries,  the  further  reduction  and  even  re- 
moval of  artificial  tariff  barriers  would  appear  to  be 
mutually  desirable.  Canada  might  expect  to  develop 
her  natural  resources,  fill  up  her  areas,  and  eventually 
ei^ender  Striving  indusbiee  in  the  same  way  tiiat  the 
middle  western  and  northwestern  states  progressed  with- 
out protecting  thema^ves  against  the  older  and  indus- 
trialised eastern  states  which  served  both  as  maikets 
and  as  sources  of  ca^ntal  and  population.  Such  is  the 
view  of  the  agrarian  and  the  ^rtreme  free-trad^  in 
Canada.  The  protectionist  points  to  the  fact  of  separate 
nationality,  to  the  need  for  revenue  in  face  of  a  huge 
national  war  d^t,  to  t^  depreciation  of  Canadian  ex- 
change in  the  United  States,  and  to  the  capital  invested 
and  the  population  employed  in  industries  established 
under  protection.  These  are  realities  which  any  revision 
of  tariff  policy  must  take  seriously  into  account. 

There  is  a  certain  irony  in  the  cinnmistance  that  at  a 
time  when  the  reciprocity  party  is  within  calculable 
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range  of  bdng  returned  to  power  in  Canada,  Hie  par^ 
in  the  United  States  which  initiated  the  reciprocity  ne- 
gotiations a  decade  ago  has  imposed,  in  the  Emergency 
tariff  act  of  this  epring,  duties  on  agricultural  produce 
at  an  even  higher  level  than  tMt  of  the  Aldrich  act. 
Duties  of  similar  character  may  be  expected  in  the  per- 
manent tariff  act.  Even  had  the  reciprocity  pact  of 
1911  been  in  ^ect,  it  is  extremely  Ukely  that  the 
American  agricultural  interests  would  have  demaoded 
its  repeal  at  tJiia  time.  It  is  probable,  however,  (Jiat 
the  international  and  wider  commercial  considerations 
involved  in  such  an  abrogation  would  have  lessened 
the  likelihood  of  its  repeal,  even  in  the  present  Con- 
gress. While  the  Emra^^cy  Tariff  Act  of  May  is  by 
its  terms  a  temporary  measure,  and  while  the  interests 
of  the  American  consumer  may  ^ect  its  revision  sooner 
or  later,  the  enactment  of  such  le^slaUon,  followed  as 
it  well  may  be  by  the  repeal  of  the  Reciprocity  Act 
itself  lays  open  the  whole  question  of  American-Cana- 
dian trade  relations  to  fresh  n^otiation. 

Tariff  and  economic  conditions,  as  we  have  seen,  have 
been  considerably  altered  as  between  the  two  countries 
since  1911,  and  details  of  the  old  agreement  would  need 
to  be  modified  in  several  respects  in  order  to  arrive  at  the 
most  advantageous  and  equitable  arrangement  between 
the  two  coimtries  at  this  time.  If,  as  appears  extreme^ 
probable,  a  Liberal-Progressive  majority  is  returned  at 
the  next  g^ieral  election  in  Canada  —  by  which  time 
tlte  special  occasion  for  the  present  American  enwrgency 
tariff  l^islation  will  doubtless  have  passed,  and  normal 
economic  conditions  may  be  expected  to  have  returned 
—  it  would  seem  i4)propriate  that  the  respective  govern- 
ments, while  engaged  amultaueously  in  autonomous 
tariff  revision,  should  confer  anew  on  ^tsuai  reciprocal 
trade  relations,  guided  by  the  lessons  of  the  former  ne- 
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gotiations,  by  the  trade  experience  of  the  past  decade, 
and  by  the  present  economic  status  of  the  two  countries. 
The  initiative  in  such  a  conference  might  well  be  imder- 
taken  by  the  Canadian  Minister  at  Washington,  whose 
appointment  is  now  pending,  and  whose  presence,  it  is  to 
be  hoped,  will  mark  a  new  and  more  direct  understand- 
ing between  the  two  peoples  of  common  ori^  who  di- 
vide the  North  American  continent  between  them.  It 
is  not  unreasonable  to  expect  Ihat  their  commercial 
relations  may  be  as  rationally,  as  equitably,  and  as 
happily  adjusted  aa  their  former  territorial  issues. 

H.  S.  Patton. 
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BEER'S  HISTORY  OF  BRITISH  SOCIALI8M ' 

It  is  a  hundred  years  and  more  since  the  workmen  of  Great 
Britain  entered  upon  a  struggle  to  bring  the  British  nation  to 
an  acceptance  of  their  demands  for  industrial  and  social  re- 
organization. Mr.  Beer  is  a  historian  of  this  movement.  He 
is  a  c(Hnpauion  in  knowledge  to  the  Webbs.  The  Webbs  have 
written  the  history  of  the  trade  imion  movement  proper. 
They  have  traced  the  growth  <^  the  wage-eamere  oiganisa- 
tionfi  from  their  formative  period  to  the  present  time,  when 
they  include  the  majority  of  the  industrial  workers  and  thdr 
Parliamentary  party  is  the  official  oppoeition.  Mr.  Beer'a 
work  contributes  to  our  underatanding  of  the  same  course  of 
development.  It  is  a  historical  study  of  the  ideas  of  socialism 
that  have  had  birth  in  the  British  Isles  and  of  the  presenta* 
tion  and  espousal  of  these  ideas. 

The  boundary  lines  observed  by  Mr.  Beer  are  those  of  a 
movement,  and  not  those  of  an  idea.  This  is  in  oonbast,  for 
example,  to  the  lines  Anton  Menger  set  for  himself  in  his 
Right  to  the  Whole  Produex  of  Labor.  It  is  by  observation  of 
the  socialist  movement  of  his  own  day  that  Mr.  Beer  aeaaa 
to  have  decided  what  was  to  be  included  witiiin  his  fidd  of 
study,  what  to  be  excluded.  All  idead  or  infiuences  that  ccm- 
thbuted  to  it,  or  mi^t  have  contributed,  he  appeals  to  have 
included.  Or,  to  put  the  matter  differently,  he  undertook  to 
describe  all  parts  of  what  has  appeared  to  him,  if  taken  in 
lot^  perspective,  a  single  if  somewhat  broken  wave  of  tbou^t 
and  policy. 

Mr.  Beer's  book  is  more  than  a  history  of  ideas,  altbo  it 
acquits  itself  well  in  that  direction.  In  oommon  with  sudi 

■  M.  B«r.  A  HirtoiT  of  BritUi  SodaUnL  VoL  i,  nam  ths  Day*  of  tba  Sebeo)- 
sUD  to  the  Binfa  ol  Chartlnn,  with  latrodtMtloa  by  B.  H.  Tavnay.  pp.  oi,  MI 
(1990);  voL  U,  rami  ChutiMi  to  ISW.  jv  ^  <18  (1B31). 
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histories  of  economic  ideas  as  Gide  and  Rist's  it  gives  an  out- 
line  of  the  thought  of  the  more  original  or  prominent  social- 
ist writers.  Mr.  Beer  has  sought  in  addition  to  discover 
where  and  in  what  form  these  ideas  were  grasped  by  the 
nation  at  large,  and  be  has  given  the  history  of  such  orgaoi- 
satione  as  arose  to  support  them.  Thus  in  the  second  volume 
there  is  a  history  of  the  Chartist  movement,  and  of  all  social- 
ist bodies  from  the  Christian  Socialists  to  the  Guild  Socialist 
League  of  the  present  day.  The  book  is  a  coherent  history  of 
Uie  events  of  the  Socialist  movement,  as  well  as  a  study  of  its 
doctrines.  Mr.  Beer  may  be  said  to  have  done  for  British 
socialism  what  the  Webbs  in  their  Hidory  of  Trade  Vnitmism 
did  for  British  trade  unionism;  and  the  boimdaries  of  the 
two  works  intersect. 

The  book  under  review  resembles  the  Hilary  ^  Trade 
Unionimt  in  other  respects.  It  is  narrative  and  not  critical. 
The  author  makes  no  attempt  to  judge  either  socialist  doc- 
trines or  activities.  His  explanations  are  those  of  the  his- 
torian, practically  never  those  of  the  economic  philosopher, 
as  are  Foxwell'e  in  his  introduction  to  Menger.  Again,  in 
common  with  the  Webbs,  Mr.  Beer  has  unusual  skill  in  com- 
position. He  never  seems  at  a  loss  aa  to  where  to  pick  his 
narrative  up  or  where  to  put  it  down.  He  succeeds  well  in 
making  clear  each  separate  part,  while  showing  how  each 
fitted  into  the  movement  as  a  whole.  It  is  possible  that  he 
accomplished  this  so  well  because  like  the  Webbs,  he  is  an 
insider.  As  author  and  journalist  he  has  had  more  than 
twenty-five  years  personal  contact  with  socialist  thought  and 
activities;  for  he  was  one  of  the  first  students  in  the  London 
Bcho(d  of  Economics,  and  for  t«n  years  was  the  London  corre- 
spondent fA  the  Berlin  VorvjOrtt.  He  demonstrates  by  his 
work  his  cognizance  of  the  fact  that  the  movement  he  studied 
was  at  every  stage  iofiuenced  by  the  course  of  thought  within 
the  nation  as  a  whole,  and  by  the  general  fortune  of  the  na- 
tion. He  gives  the  history  of  British  socialism  as  part  of  a 
greater  history.  In  this  respect  above  all  the  book  differs 
from  the  histories  of  socialism  and  socialist  ideas  which  we 
already  have. 
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In  his  first  volmne  Mr.  Beer  examines  the  dilef  socialist 
expiesnons  of  the  medieval  centuries  and  of  Uie  eta  bef(»« 
Adam  Smith.  This,  as  is  pointed  out  in  tbe  introduction,  is 
not  because  tbeee  eariy  expreflsions  had  any  direct  influence, 
but  because  of  an  unmistakable  "spiritual  affinity"  between 
them  and  the  later  ones.  Possibly,  also,  because  Mr.  Beer 
sees  in  these  medieval  views  the  moral  basiB  of  modem  social- 
sran.  In  this  first  volume,  further,  the  work  of  tJie  socialist 
thinkers  (A  the  eailier  decades  of  the  industrial  revolutira 
is  studied  —  that  band  of  vigorous  thinkers  iriiose  cfxitri- 
buticni  to  economic  thought  was  first  made  clear  by  Menger, 
and  by  Foxwell  in  his  introduction  to  Menger's  book.  Mr. 
Beer  gives  with  far  richer  detail  than  Menger  the  general 
economic  and  political  situation  amidst  which  these  writers 
lived  and  in  the  lig^t  ot  which  they  conceived  their  work. 
He  does  not  succeed  as  well  as  Menger,  however,  in  showing 
by  what  process  of  tnuranission  their  thought  survived.  He 
is  not  as  keen  in  detecting  the  different  logical  forms  the 
same  fundamental  economic  idea  may  take;  or  perti^is  he 
was  not  as  much  interested. 

The  second  volume  begins  with  the  history  of  the  Chartist 
movement,  and  alone  of  aQ  histories  of  that  movement 
brings  it  vividly  within  our  comprehension.  The  later  part 
of  the  same  vdtune,  entitled  Modem  Socialism  (185&-1920), 
covers  the  recent  past  and  the  present.  It  deals  with  the 
rise  ot  the  socialist  organisations  which  have  present  im- 
portance. In  this  part  the  account  of  the  movement  from 
1914  to  date  is  not  as  good  as  the  rest  of  the  book.  There  is 
not  the  same  completeness  or  the  same  condensaticm.  Nw 
does  the  book  reveal  the  extent  to  which  the  organised  tnule 
unions  as  such  and  the  trade  union  leaders  have  oome  to  the 
forefront  of  the  struggle.  And  it  does  not  give  sufficient  aa- 
phasis  to  the  fact  that  the  war  has  left  Great  Britain  with  a 
most  serious  set  of  new  poUtical  and  econinnic  proUons, 
above  all  the  problem  of  securing  agwn  her  industrial  position 
and  her  pre-war  level  of  production.  It  is  these  problona 
which  will  most  certainly  engage  the  bulk  of  the  attention 
of  the  socialist  as  well  as  all  other  parties  in  the  immediate 
future. 
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Movemento,  like  people,  often  meet  a  " shadow  line" 
which  must  be  crossed  before  they  realise  that  their  ambi- 
tions inevitably  partake  somewhat  of  the  quality  (^  dreams. 
Tliey  tben  begin  to  measure  themselves  against  the  opposing 
obstacles.  The  British  socialist  movement  has  passed  the 
line.  It  no  longer  expects  to  be  triumphant  merely  because 
of  the  force  of  its  righteousness  and  conviction.  It  has  become 
aware  that  to  fulfill  any  part  of  its  promises  even  under 
favorable  circumstances,  it  must  be  disciplined,  intelligent 
and  unselfish.  Hence  the  present  emphasis  upon  the  need  of 
careful  preparation  for  all  steps  in  the  direction  of  sociaUsm, 
such  as  has  accompanied  the  agitation  for  the  oatioDalixa- 
tion  of  the  coal  minefl.  Hence  the  view  of  certain  leaders, 
such  as  the  Webbs,  that  it  will  be  better  for  the  ultimate  suc- 
cess of  the  Labour  Party  if  It  does  not  get  a  chance  at  the 
govenUDNit  of  the  country  for  some  years.  The  great  num- 
ber of  active  committees  that  the  party  has  constituted  for 
the  study  of  the  problems  of  government  and  its  enthusiastic 
support  of  the  Education  Act  of  1918  are  all  signs  of  the  same 
ct^nizance  of  the  fact  that  there  are  many  obstacles  ahead. 

Further,  as  Mr.  Tawney  says  in  his  introduction,  it  is 
characteristic  of  the  movement  that  "  it  has  developed  lees 
through  the  literary  succession  of  a  chain  of  writers  than  by 
the  renewed  and  spontaneous  reflection  of  each  generation 
upon  the  dominant  facts  and  theories  which  confronted  it." 
It  has  frequently  changed  its  focus  as  the  problems  presented 
to  it  changed;  it  has  learned  from  every  passing  discontent 
and  has  refonnulated  ite  program  accordingly.  In  distinction 
from  the  socialist  movements  of  the  Continent  it  has  been 
guided  more  by  its  own  experience  than  by  any  original  and 
orthodox  basic  principles.  Being  thus  comparatively  free 
from  the  hold  of  dogma  it  has  engaged  in  experiment.  Tho 
its  spirit  has  been  steady,  its  political  and  economic  policy 
has  been  irregular.  Or,  te  put  the  matter  somewhat  differ- 
ently, it  has  been  closer  to  the  hearth  fire  of  parliamentary 
debate  than  to  the  altar  fires  of  Marxianism. 

This  tendency  to  adapt  methods  and  program  to  the  ends 
clearly  perceived  at  any  given  time,  accounts  in  put  for  the 
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fact  that  the  British  movement  has  rarely  been  deeply  id- 
fluenced  by  those  of  the  Continent.  It  contributed  to  a  lesnR 
that  probably  would  have  been  produced,  anyhow  by  the 
decided  inmlarity  of  the  British  workingman,  by  bis  balnt 
c^  f.hinlting  in  teimfl  of  the  country  he  knows  and  so  other.  It 
has  taken  the  war  to  f"w-1"'  the  British  socialist  movmient 
really  conversant  with  continental  ideas  and  affairs.  Only 
once  before  in  its  history  was  there  a  real  interdiange  of 
thought  between  the  British  and  oontinental  movements. 
That  was  in  the  middle  sixties  of  the  last  century.  Then 
also  questions  fnun  the  sphere  of  international  ptditics  — 
the  American  civil  war,  the  Polish  insurrecticHi,  the  Italian 
strug^  for  independence  —  roused  the  ordinary  working- 
man  to  an  interest  in  continental  happenings.  This,  too,  was 
the  time  when  the  agitation  of  the  International  Working 
Men's  Association  was  vigorous  and  Eari  Man's  peraonal 
influence  upon  the  British  movement  greatest.  From  that 
date  to  the  outbreak  of  the  war,  despite  the  fact  that  various 
British  socialist  organisations  had  affiliations  with  continent 
tal  bodies,  it  was  influenced  predominantly  by  the  course  of 
events  tad  of  thought  in  Great  Britain.  Since  the  outbreak 
of  the  war,  however,  various  doctrines  that  had  flourished 
more  on  the  Continent  have  foimd  a  greater  hold  in  Great 
Britain,  particularly  that  of  the  class  war.  Nevertheless,  it 
is  probable  that  the  British  socialist  movement  will  mttintjiw 
a  character  almost  as  individual  in  the  future  as  in  the  past, 
and  will  work  out  its  destiny  from  the  facts  directly  before  it. 
It  will  not  long  borrow  its  prophets.  On  the  other  hand,  the 
opinion  may  be  ventured  that  the  present  concern  (A  the 
movement  with  international  affairs  will  become  permanent. 
It  will  visualise  itself  as  part  of  a  world  movranent  more 
clearly  tJian  before  the  war,  just  as  the  movement  (or  na- 
tional unification  came  to  see  itself  as  a  worid  movemoit 
early  in  the  last  century. 

Another  characteristic  that  Mr.  Beer's  book  brings  out  is 
that  the  socialist  movement  has  been  one  not  of  the  leas 
capable  and  more  ignorant  strata  of  society,  but  of  the  more 
amiable,  rdiant  and  better  trained.  Its  more  typical  figures 
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are  the  sober,  thoughtful  aod  not  easily  disoouraged  artisaQ 
of  London,  his  counterpart  in  the  MidUnde  tmd  the  North, 
and  the  wdl-read,  impaaeioned  medtanio  or  miner  of  Scotland. 
The  leaders  dt  the  movement,  both  thii^ws  and  political 
figure*,  have  been  drawn  from  all  rlniwrm,  tho  few  indeed  from 
tlie  oriBtocraey.  If  we  go  no  further  back  than  the  revival  of 
eodolkm  after  1880,  there  appear  amcmg  the  active  leaders 
H.  M.  Hyndman,  William  Morris,  Ramsay  Macdonald, 
Philip  Snowden,  Beatrice  and  Sidney  Webb,  none  of  whom 
come  from  the  wage-earning  clasBes.  On  the  other  hand  as 
l(Hig  a  list  could  be  made  of  those  leaders  who  did.  Notable 
among  them  are  James  Keir  Hardie,  Tom  Mann,  J.  R. 
Clynes,  Robert  Smilie,  Arthur  Henderson.  Of  recent  years 
the  movement  has  been  in  steady  intdleotoal  onnmunica- 
tioQ  with  the  rest  of  the  nation.  That  communication  has 
been  throu^  pers(»ial  aaeociation,  parliament,  press  and 
platform;  it  has  kept  the  movement  alive  to  the  position  of 
the  rest  of  the  nation  and  enabled  it  to  give  and  take.  Of 
recent  years,  also  —  from  the  Dockers  strike  of  1880,  it  may 
almost  be  said  —  the  officials  of  the  more  important  trade 
unions  have  come  to  be  among  the  central  figures.  It  was 
afaooet  inevitable  that  this  should  be  so  as  soon  as  the  lone 
of  actual  achievement  was  entered.  For  when  concrete  issues 
are  fought  out  or  new  policies  initiated,  the  greatest  burden 
of  responubility  falls  upon  the  bade  union  leaders. 

The  movement  has  always  been  somewhat  divided  by 
differences  in  opinion  and  temperament.  These  differences 
were  revealed  as  etrildn^y  during  the  Chartist  agitation  as 
at  any  time  since.  They  exist  today.  Any  program  of  ulti- 
mate purpose  and  immediate  action  that  the  Welsh  miners 
would  now  support,  for  example,  would  seem  far  too  sub- 
versive to  the  textile  works  of  I«ncashire.  The  very  names  of 
some  of  the  important  trade  union  leaders  are  mentioned  witli 
venom  in  the  DaUy  Beraid,  one  of  the  organs  of  the  revolu- 
tionist element  in  the  movement.  The  Labour  Party,  it  is 
true,  has  the  support  of  almost  all  the  socialist  organizations 
in  the  United  Kingdom  and  up  to  the  present  grave  internal 
quarrels  have  been  avoided;  but  many  severe  tests  of  that 


^dbyGoogle 


602  QUARTBBLr  JOUBtfAL  Of  SCOHOMtCS 

unity  are  Btill  ahead.  Radical  parties  are  proverlnally  sub- 
ject to  being  split  hj  violent  diaeeiiBiona.  Great  Britain  to- 
day presents  no  more  interesting  question  to  the  ptditical 
observer  than  whether  the  labour  Party,  devoted  in  tfw 
main  to  the  api^cation  of  socialist  ideas,  will  be  aUe  to 
PiftiTit4\m  itfl  unity  and  discipline  as  the  older  paities  do,  hy 
a  constant  process  of  adjustment  and  ccnnpiomiae  within 
the  ranks.  These  are  some  of  the  generalisations  which  Mr. 
Beer's  book  suggests,  the  it  does  not  attempt  to  estoUidi 
them. 

In  the  preface  to  his  first  volume  Mr.  Beer  writes:  "The 
History  of  British  Socialism  is  but  a  feeble  attempt  to  repay 
the  enormous  mental  debt  which  I  owe  to  En^irfi  life  and 
scholarship.  I  could  not  have  written  it  but  for  my  twoi^ 
years  residence  in  this  country,  which  has  taught  me  bow 
high  an  elevation  of  political  and  moral  culture  a  naticn 
must  reach  before  it  can  embark  upon  a  socialistic  ractn- 
struction  of  society."  It  may  be  suimised  that  this  pasBage 
expreeses  the  jut^poient  which  Mr.  Beer  has  fonued  at  the 
movement  he  has  studied  with  such  care.  It  exidains  the 
undertone  of  admiration  which  is  in  the  book  aa  wdl  as  the 
restraint  which  characterises  the  narrative.  Mr.  Beer  knows 
well  that  a  socialist  program  could  only  be  succenfuSy 
carried  out  by  a  people  that  are  intelligent,  keeaily  toudied 
by  ethical  considerations,  self-controlled  and  self-denying. 
That  knowledge  sobers  his  closing  pages.  That  it  does  not 
make  him  wholly  despair  of  the  future  c^  the  British  social- 
ist movement  is  the  tribute  be  pays  to  it. 

HWBBWff  FXB. 
Habvasd  nNimunr. 
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VICISSITUDES  IN  THE  SHIPPING  TRADE, 
1870-1020 

Th>  United  States  haa  beouue  posaesBed  of  a  lai^  ocean- 
going merchant  Beet  so  suddenly  that  we  have  more  ships 
than  information  about  them.  The  few  booka  on  the  subject 
are  almost  entirely  panegyrics  on  the  past  ^oriee  of  the 
American  clippers,  laments  over  the  decline  of  our  shipping, 
ta  descriptions  of  the  present  mechanisms  and  documents  (rf 
ocean  cfsnmerce.  We  are  in  the  midst  of  the  worst  shipping 
depresBion  since  steam  has  been  the  dominant  motive  power 
on  the  seas,  and  yet  there  is  nowhere  to  be  found  an  analytic 
description  of  previous  periods  of  stagnant  overseas  business. 
Sir  Geoige  Hunter,  of  the  Briti^  shipyard  Swan,  Hunter, 
and  Wigham  Riohardaon,  recently  stated  that  he  haa  wit- 
nessed edx  depresBionB  in  fais  sixty  years  of  shipbuilding  ex- 
perience.' It  is  the  purpose  of  the  present  article  to  consider 
these  succeeaive  deftfessions  and  to  make  some  obeervationfl 
concerning  the  present  one. 

Valuable,  tho  incomplete,  material  for  such  a  study  haa 
lately  been  made  available.  J.  C.  Gould,  Angier  and  Com- 
pany, Ltd.,  a  firm  of  English  shipbrokers,  has  made  at  the  end 
of  each  year  unce  1816  a  report  on  the  charter  market.  The 
reporta  for  1840-69  have  been  lost;  those  for  the  subsequent 
fifty-one  years,  through  the  courtesy  of  the  firm,  have  now 
becm  published  in  FairfAay?  Within  the  half  century  icx 
which  data  exist  steam  becune  almost  imiveraally  adopted, 
the  iron  hull  rose  to  a  brief  popularity  soon  to  be  superseded 
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by  the  cheaper  steel  tcmcI,  asd  the  Great  BatfUm,  tbe  paot  of 
1858  bom  Ahead  of  its  time  (880  feet  long,  18,914  gron  ton, 
M>  laiie  that  it  draanged  the  dutrter  maitet  npoo  its  appear- 
ance in  Bombay  in  187D),*  «ame  to  be  etmsidemd  a  anafl  dup 
in  comparison  with  the  852^oot  Oiympie,  46,439  sma  tone, 
andthe907footZi«mattan,54;282tonB.  In  tMi  period  Ameri- 
can aea-gnng  shipping  became  largely  a  menuHy,  and  then, 
afanost  overni^t,  again  a  serious  rival  of  Britain.  In  1871 
Meesn.  Gould,  An^er  and  Ccnapuiy  made  the  ctanment 
that  "En^and  still  momqxdises  tbe  greatest  share  of  tbe 
carrying  trade  of  the  worid,  and  that  in  more  marked  degree 
since  the  increased  use  of  iron  steamera;  Austria,  Italy,  and 
Norway  hold  their  usual  places,  but  America  still  remains  far 
behind,  and  ahowa  but  litUe  signs  of  Training  her  former 
position  for  some  time  yet."  *  In  1920  they  said  in  contrast, 
"The  Americans  —  if  they  decide  to  stay  in  the  game  —  in- 
evitably win  become  dangerous,  notwithstanding  they  have 
to  shake  off  a  vraitable  '  old  man  of  the  seas '  in  the  Shipping 
Board."  • 

lite  varying  success  of  shipping  ventures  during  this  long 
period  is  accurately  reflected  in  the  fluctuations  of  trip  charter 
rates.  When  a  vessel  is  chartered  on  this  bans  —  to  cany  a 
specified  commodity  between  designated  ports  at  so  many 
shillings  per  unit  of  the  commodity  —  the  shipper  may  be 
said  to  lease  the  entire  ship  "furnished."  It  has  been  esti- 
mated that  over  one-half  the  total  wei^t  of  ocean  shipments 
in  1913  was  bulk  cargo  moving  principally  at  trip  charts 
rat«8.  When  shipping  is  mentioned  to  the  ordinary  person  he 
at  once  thinks  of  the  Maurtiania  or  some  ocean  greyhound, 
but  such  vessels  are  wei^ted  down  more  with  reputatkHi 
than  with  cargo.  The  heavy  and  dirt^  work  of  tbe  seas  is 
done  by  the  blunt-nosed  tramps  that  prowl  the  seven  oceans 
for  profitable  emplo3'ment.  If  piece  cargo  rates  on  lineis  an 
raised  unduly  above  the  general  level,  soon  a  dingy  fra^ter 
will  be  announced  on  bertii  to  take  cargo  over  tbe  same  route 
and  at  quotations  at  or  under  those  of  the  more  pretentiooB 
•  nu..  junuT  s,  laao,  p.  ns. 
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veBsels.  Trip  charter  rates  of  tramp  steamers  can  be  taken  aa 
characteristic  of  rates  and  the  fortunes  of  shipping  in  general. 

The  trend  ot  rates  between  1873  and  1913  was  downward. 
While  prices  turned  upward  in  the  nineties,  charter  ratee  con- 
tinued falling  until  1912,  and  then  recovered  slightly  prior  to 
the  outbreak  of  the  great  war.  The  downward  tendency  in 
the  seventies  and  eaily  dghties  was  due  partly  to  the  dedine 
in  prices  and  more  especially  to  the  increased  use  of  steun 
propulsion.  In  the  late  eighties  and  nineties  the  cheaper 
steel  veeselfl  cune  into  general  employment.  The  continued 
decline  of  rates  after  the  temporary  advances  during  the 
Spanish-American  and  Boer  wars  is  partly  explained  by  the 
improved  technique  and  equipment  for  h^nHling  vessels  in 
port. 

An  index  number  has  been  constructed  to  show  the  fluo- 
tuationa  of  eharter  rates  since  1869,  and  a  chart  drawn  on  this 
basis.  It  stops  at  1913  because  the  subsequent  advances  were 
so  large  as  would  obscure  earlier  movements  if  charted  on  the 
same  scale.  Bight  trip  charter  rates  were  used.  They  repre- 
sent ntes  at  which  cargo  was  actually  shipped;  the  only 
modification  has  been  the  conversion  of  two  of  them  into 
shiUings  per  ton,  so  that  all  should  be  on  this  basis.'  The  hi^ 
and  low  rates  for  the  year  have  been  taken  on  the  following; 
(1)  grain  from  New  York  to  the  United  Kingdom;  (2)  timber 
trom  U.  S.  Gulf  ports  to  the  Unit«d  Kingdom  or  Continent; 
(3)  sugar  from  Java  to  Great  Britain ;  (4)  rice  from  Burmah  to 
^^urope;  (5)  jute  from  Calcutta  to  the  United  Kingdom;  (6) 
cotton  from  U.  S.  Gulf  or  South  Atlantic  ports  to  Liverpool; 
(7)  coal  from  Cardiff  to  Singapore;  and  (8)  oo^  from  Cardiff 
to  Genoa.  The  arithmetic  mean  of  the  low  and  high  figures 
for  1890-09  inclusive  is  taken  as  100.  The  choice  of  this 
decade  as  a  base  was  made  because,  while  including  a  lai^ 
number  of  years,  the  average  for  it  corresponds  almost  iden- 
tically with  that  for  the  three  [ite-war  yean  1911-13. 

Four  shipping  depressions  are  distinguishable:  (1)  the 
period  of  the  panic  of  1873;  (2)  in  the  mid-eighties;  (3)  after 

<  TtantaantumtMriiqiiotadiatmiuot  tlw8(.FMBilnirciUaiUrd.lU«iLH. 
ThaaTWBMiraicfatotaiMtlHniluinbvhHbwBUkwiktMIbt.Uiasu.tt.  QniadiMf 
tan  M*  la  taina  d  qmtar*  al  dalit  biMhdb,  4S0  poopdi. 
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tlie  crisis  of  18S0  and  the  European  depreasioD  of  1891-M; 
and  (4)  after  the  Spanish-American  and  Boer  wan.  Theie  is 
a  close  paralleling  of  the  businees  depressions  occurring  during 
Index  Nukskb  op  Eisrt  RMrBBSEMTAnvi  Sair  Chaktkb  Raiv 
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these  periods.  It  appears  also  that  a  depression  existed  imtn* 
to  the  prosperous  years  (rf  1870-73  —  doubtless  the  reaction 
from  the  conditions  after  the  Civil  War  —  but  sufficient  data 
are  not  available  on  this  point. 
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1.  The  Panic  of  i87S.  While  tiw  Fruco-PnuBian  War  was 
ctf  brief  duration  (Gennaoy  declared  war  on  July  19, 1870  and 
peace  waa  eigned  May  10,  1871)  the  events  leading  up  to  it 
had  an  unsettiing  effect  on  European  business.  After  the  war, 
a  short  period  of  prosperity  set  in,  soon  to  be  checked  by  the 
panic  of  1873.  Charter  rates  moved  rapidly  upward  for  the 
greater  part  ctf  three  years.  Sugar  from  Java,  which  had 
moved  to  Europe  at  as  low  as  5S«.  a  ton  in  1870,  touched  95a. 
in  1871  and  115«.  in  1873.  The  rate  on  rice  from  Burmah 
jumped  from  a  low  of  &2a.  6d.  a  ton  ia  1870  to  102i.  6d.  in 
1873.  Hie  coal  rate  fimn  Cardiff  to  Gaioaadvaooed  from  14«. 
in  1809  to  19«.  in  1873.  The  extraordinary  industrial  and 
speculative  activity  of  those  yean  is  familiar  to  students  of 
economic  history. 

In  1874  charter  rates  began  a  downward  movement  that 
was  not  stopped  until  1879.  The  year  1874  opened  with  trade 
apparently  just  as  brisk  as  the  preceding  year,  but  the  reac- 
tion was  severe.  The  rate  on  rice  from  Buimah  to  E^i^and 
dropped  from  102«.  (id.  in  1872  to  72<.  (id.  in  1875  and  con- 
tinued declining  until  it  toudied  30s.  in  1878,  a  retrogresnon 
of  over  70  per  cent.  The  quot*tion  for  carrying  Java  sugar  to 
Europe  fell  fnun  llSi.  in  1873  to  55*.  in  1878  and  that  of  ooal 
from  Cardiff  to  Genoa  from  19<.  in  1873  to  11«.  in  1876.  The 
decline  during  these  five  yean  was  almost  continuous  for  all 
rates. 

While  the  rates  in  five  of  the  ten  yean  between  1870  and 
1880  may  be  considered  as  average,  the  world's  tonnage  in- 
creased less  than  in  the  previous  decade.  The  13.3  million 
gross  tons  in  i860  increased  by  3.6  million  tons  to  16.8  million 
in  1870,  but  in  the  seventies  the  increase  was  only  3.2  million 
and  in  percentage  was  19  as  compared  with  26  in  the  sixties. 
However,  the  more  effituent  steam  tonnage  increased  from  1.6 
miUion  tons  in  1860,  or  II  per  cent,  to  5.5  miUion  tons  or  27 
per  cent  in  1880,  which  is  a  partial  explanation  of  the  general 
downward  tendency  of  rates.'  But  the  increase  in  uoount 
and  kind  of  tonnage  is  only  part  of  the  equation  and  infonna- 

>  Wodd  Monad  BsniM  prior  to  ISOOu*  tram  KlHcaUr.antWiShiii[ite(j  It*  Hl>- 
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tion  ia  lackiiig  conoerning  the  efficieDoy  <^  ^p  opentioa  and 
factora  of  like  import. 

In  this  decade  the  Amerioao  merchant  marioe  continued 
tixb  loDR  decline,  b^un  in  tlie  aizties,  and  ended  cxily  by  the 
great  war.  In  I860  the  United  States  had  3.6  million  groos 
tons  of  shipping  registered  for  foreign  trade,  or  19  per  oent  of 
tiw  worid  total;  in  1870  our  ocean-going  shipixng  waa  1.5  mil- 
lion  tons,  or  9  per  cent  of  the  wcxid  total;  in  1880  it  was  1.4 
million  tons,  or  7'per  cent.' 

2.  The  Depreaaion  <4  ike  Eiffiiiiea.  After  several  years  fd 
dack  busineea  in  all  the  principal  countries  of  the  world,  a 
short  revival  began  in  1878  and  1879.  The  upward  swing  ot 
charter  rates  in  these  years  was  of  brief  duration  and  was  not 
so  pronounced  as  in  1870-73,  but  the  decline  was  more  violent 
than  the  previous  one.  The  largest  gains  were  registered  in 
the  Far  Eastern  trades.  The  rate  on  jute  fmn  Calcutta  to 
Britain  rose  from  32a.  6d.  in  1878  to  85«.  in  1880.  Thenteon 
general  caigo  from  Bombay  to  Europe  jumped  frtnn  17«.  6d.  a 
too  in  1878  to  50s.  in  1880.  Grain  from  New  York  to  the 
Continent,  however,  in  spite  (A  the  large  American  expcnts 
reached  a  high  of  only  6«.  Zd.  a  quarter  in  1880  as  compared 
with  7«.  6d.  in  1878. 

The  rise  in  ratee  was  t^nporary  and  the  decline  be^^  in 
1880.  On  January  28, 1881,  Messrs.  Gould,  Angier  and  Com- 
pany complained  that  freights  were  dull  "and  employment 
does  not  leave  good  [»ofits."*  A  little  over  a  year  later  (April 
22, 1882)  the  statement  was  made  that  "the  present  tonnage 
supply  effectually  piechidea  anything  like  hi^  rates  frmn 
anyports."'  OnJune  16,1883aRloomierpioturewa8 painted, 
"Grain  freights  have  declined  to  figures  which  are  lower  than 
the  most  despondent  looked  for,  and  the  present  indications 
point  to  worse  markets  and  prolonged  depression  brfore  any 
improvement  can  be  expected."  * 

In  1882,  the  earliest  year  for  which  data  of  this  kind  an 
available,  sl^tly  over  960,000  gross  Uma  oS  merchant  veasde 

I  AaaaMl  lUpoct  o(  lb*  riiiiiiiiliMiiiiw  of  W-Mi***™*!  l<no.  p.  XS. 
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were  under  construction  in  the  United  Kingdtna  while  »p- 
prozimately  925,000  tons  were  buflding  on  March  31,  1883.' 
This  "enoimoue  rate  of  building"  was  checked  by  the  fall  in 
rates  and  by  September  30,  1886  only  360,000  tona  were 
under  construction.  In  this  decade  the  worid's  tonnage  in- 
creased to  22.3  million  groBa  tons,  or  11  per  cent,  as  compared 
with  19  per  cent  in  the  seventies  and  26  per  cent  in  the  sixtiea. 
The  American  tonnage  registered  for  foreign  trade  was  only 
4  per  cent  of  the  worid  total  in  1890. 

In  this  period  of  declining  rates,  however,  the  American 
sailing  vessel  made  a  last  determined  stand  and  from  1881  to 
1885  proved  over  again  the  staunchness  of  New  En^und- 
built  vessels  and  the  skill  of  Yankee  crews.  After  the  opening 
of  the  first  transcontinental  railroad  and  the  subsequent  de- 
veloiHuent  of  the  Pacific  coast  there  sprang  up  a  lively  ocean 
trade  in  grain  which  could  not  bear  the  rwlway  charge  to  the 
Atlantic.  To  San  Francisco  and  Portland  flocked  the  largest 
and  the  best  sailing  vessels  of  all  the  maritime  nations  of  the 
world.  The  broad-waiated  wooden  New  Elnglanders  with 
their  fine  sheer  and  tall  gleaming  skysails  made  and  held  the 
record  for  passage  around  the  Horn  to  Liverpool. 

3.  TheCrinsqf  1890  and  the  Depreaaion  of  1891-94.  While 
business  in  America  recovered  rapidly  after  the  brief  crisis  of 
1884  and  was  considered  good  in  1886,  the  long  depression  in 
England  did  not  end  until  1887.  Germany  and  France  also 
experienced  a  mfxlerate  business  revival  in  the  late  eighties. 
Shipping  responded  quickly.  The  rate  on  wheat  from  New 
York  to  liverpool  rose  fnnn  the  low  of  U.  6d.  in  1879  to  Ss.  6d. 
in  1889.  The  rate  on  timber  from  Pensacola  to  England 
jumped  from  80a.  in  18S7  to  150a.  in  1889.  Sugar,  which 
moved  from  Java  to  Europe  for  30a.  in  1886,  had  to  pay  as 
high  as  628. 6d.  in  1889.  Meaars.  Gould,  Anjper  and  C<»npany 
said  of  1888  that  it  "will  stand  out  as  a  remarkable  one  in  the 
histwy  (^  the  ship[»i%  interest  —  a  transformation  scene  ot 
the  whde  trade  —  from  abject  depression  to  revival  and 
[»oeperity."  ■  But,  as  usual,  the  rise  in  freight  rates  was  not 
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all  gun.  "Expenses  in  working  steamere  are  as  usual  hif^ier 
since  the  advance  in  freighls.  Wages  have  risen  at  moat  of  the 
ports  from  £3  10a.  to  £4  5s.,  seamen  5s.  to  lOs.  more  than 
firemen.  Fuel  has  risen  20  per  cent,  storee  also  to  a  small  ez- 
tmt.  Insurance  is  dearer  in  premium,  and  the  ooBt  of  cover- 
ing higher  values  increases  this  burthen." ' 

The  amount  ctf  tonnage  under  oonstTucticHi  in  the  United 
Kingdon,  which  reached  3£0,000  gross  tons  in  1886,  tlie  low 
point  of  the  thirty-nine  years,  1882-1921,  rose  to  930,000 
gross  tons  at  the  end  of  the  second  quarter  of  1880,  the  usual 
response  to  rising  rates. 

In  1891,  with  the  financial  panic  following  the  faihire  of 
Baring  BtotJters  in  November,  1890,  a  depression  in  Europe 
set  in  and,  intensified  by  poor  harvests,  was  not  relieved  until 
the  middle  of  the  decade.  In  December,  1892  it  was  said  that 
"the  dose  of  the  1891  season  gave  unmistakaUe  warning  that 
a  severe  depression  in  all  freii^ts  had  oommenced  and  the 
broad  facta  of  an  unparalleled  over-production  of  tonnage 
indicated  most  unmistakably  a  long  continuance  of  bad  trade 
for  ships.  The  depression  which  lasted  iram  1884  to  1888  was 
caused  mainly  by  an  over-production  of  tonnage  during  1880 
to  1883,  which  was,  however,  feeble  compared  with  the  reck- 
less rate  of  overbuilding  during  1889  to  1892,  both  years  io- 
duded,  and  this  with  the  '  Baring '  smash  to  intensify  the 
inevitable  evil  results  points  to  a  longer  consequent  depres- 
sion than  that  which  lasted  from  1884  to  1888.  The  raindi^ 
of  the  collapse  during  the  past  year  has  far  exceeded  the  most 
pessimistic  forecast.  .  .  .  At  the  present  time  it  is  imponiUe 
to  find  a  round  voyage  in  any  direction  to  show  a  profit,  even 
with  the  cheapest  and  most  economical  boats  aSoat."  * 

In  1894  a  view  even  more  pesdmistic  was  taken:  '"Hie 
shipping  trade  of  1894  opened  with  a  faint  spurt,  and  a  feeUe 
attempt  to  force  up  freights  and  prices  of  steamers  on  the 
strength  of  an  anticipated  extensive  naval  prc^iramme,  and 
the  exaggerated  effect  of  the  amount  of  work  to  be  given  out 
to  builders.  The  movement  was  short-lived  and  the  effect  mi 
prices  was  small  and  scarce  was  the  month  of  January  out 
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when  the  recoil  set  in,  and  from  that  time  the  year  dragged  on 
in  monotonoua  similarity  with  its  four  predecessors,  vix.,  a 
steady  course  of  low  unprofitable  freights  and  declining  values 
of  the  property  engaged.  The  evil  effects,  however,  of  the 
writt«n-up  spurt  in  the  first  month  are  important  ae  shown  in 
the  enormous  output  ot  new  tonnage,  interfering  strikee  not- 
withstanding. Over  1,000,000  tons  (gross)  oS  new  shipping 
have  been  turned  out  during  the  year,  in  the  face  of  the  fact 
that  the  oarryiag  work  to  be  done  was  more  than  fully  sup- 
idied  by  the  previously  existing  tonnage  without  a  sin|^  new 
bottom.  .  .  .  The  philanthropy  of  this  great  body  of  trad- 
ers, tbe  shipowners,  is  evidently  inexhaustible,  for  after  five 
years'  unprofitable  work,  their  energy  is  as  imfaggiTig  aa  ever, 
and  the  amoimt  of  new  tonnage  under  ctmstruction  and  on 
order  guarantees  a  long  continuance  ot  present  low  freights, 
and  an  effectual  cbeck  against  increased  costs  of  oveneaa 
carriage."' 

4.  Afttr  the  SpanM  American  and  Boer  Wan.  The  latter 
|Mt>pbecy  would  undoubtedly  have  been  realised  but  for  the 
Spanish  American  and  Boer  wars.  After  the  immediate 
requiaitioning  <rf  all  suitable  American  tonnage,  our  govern- 
ment was  forced  to  purchase  and  charter  foreign  ships.  As  a 
result,  the  price  of  cargo  vessels  rose  from  £6  16a.  a  dead- 
weight ton  to  £8 10«.  and  even  £9  during  the  year.  There  was 
a  rush  of  orders  for  new  tonnage,  the  ii^  rates  and  political 
uncoiiunties  inviting  speculation.  At  the  end  of  189S  only 
730,000  gross  tons  were  under  construction  in  the  United 
Kingdun,  by  1898  this  amount  had  practically  doubled 
(1,400,000  tons). 

The  first  effect  of  the  outbreak  of  the  Boer  War  (October, 
1899)  was  to  unsettle  the  charter  maikct.  Measis.  Gould, 
An^er  and  Company  stated  in  their  review  of  1899  that  "it  is 
safest  to  look  for  some  slight  contraction  in  business  generally, 
at  any  rate  until  peaoe  in  South  Africa  restores  the  vast  and 
expanding  commerce  which  that  Continent  provides."  *  The 
next  year,  however,  they  declared  that  1900  bad  been  "a 
memoraUe  <me  in  the  shiiqnng  industry.  It  would  be  hard  to 

■  hitplar.  Aped  U,  IBM,  p.  197.         ■  Ditd.,  April »,  tSMt  p.  ttt. 


^dbyGoogle 


ftl2  QVASTEBLY  JOUBNAL  OF  EO0M0MIC8 

find  any  year  <hiiiD(  the  eeotuiT  i^di  can  compaie  in  nqieefc 
of  the  vast  trade  done  and  the  laiie  pn^ta  hmned.  ThB  al- 
most unhremal  divieioD  erf  abnormal  dividende  and  large  le- 
aervee  set  ^lart  have  restored  thu  most  important  trade  of 
the  oountry  to  a  sound  and  wealthy  ptmtioa  after  the  severe 
stnin  it  had  passed  thtoui^  from  1890  to  189B.  .  .  .  Ite 
ssUent  features  of  the  year  have  been  the  large  amount  d 
GovenimeDt  transpml  for  South  Africa,  India  and  China,  — 
the  vast  and  unprecedented  amount  of  tonnage  taken  up  on 
time-hira, — [riienommal  prices  fw  ooal, — abatement  of  the 
plague  and  famine  in  India  and  consequent  huge  increase  in 
the  trade  and  return  to  prosperity  of  the  Dependenqr, — 
marked  expansion  of  the  ore  trade,  —  impcvtat»on  of  manu- 
factured iron  and  steel  frtKO  America  and  Germany  to  this 
country  in  the  ah^ie  of  rul,  Bhip-plat«B,  etc.,  —  (and)  large 
output  of  new  tonnage."  >  The  large  amount  of  government 
transport  referred  to  was  the  chartering  by  the  Britisfa  gov- 
ernment of  about  2,000,000  gross  tons  of  shippinc.* 

But  in  1901  o(waplaint  was  again  made  that  rates  were  low, 
"the  infallilde  result  of  over^building  of  tonnage  during  the 
period  of  revival  in  trade  from  1897  to  1900  and  aceaituated 
by  the  general  contraction  in  tiie  v<dume  of  the  worid's  oom- 
meroe.  A  number  of  fine  craft  are  being  lud  up,  and  many 
more  will  have  to  follow,  for  at  the  figurea  at  present  ruling, 
many  voyages  do  not  pay  actual  outgoing  expenses,  leaving 
nothing  for  interest  and  depreciation,"  *  The  price  of  tonnage 
fell  sharply  from  £9  to  £10  a  deadweight  ton  at  the  beginning 
of  1901  to  £6  10<.  at  the  close  of  the  year.  The  dqxeesion 
continued  unabated  untU  1911  and  1912,  in  fact,  was  accen- 
tuated by  the  panic  of  1907.  Rates  reacted  downward  to  the 
lowest  level  of  the  half  century. 

Ihe  index  number,  iriiieh  indicates  a  rise  of  35  per  cent 
from  the  low  point  reached  is  1896  and  1896  to  a  faif^  marie  of 
112  in  1900,  shows  by  1907  a  receasitHi  amounting  to  61  par 
cent.  In  point  of  percentage  the  decline  is  the  greatest  in  any 

>  VmbliV,  April  SB,  ItaO,  p.  SBS. 
•  OowBSUMiBApnvandbgpItai 
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period  of  depnarion  prior  to  that  of  1920.  Meesn.  Gould, 
Angier  and  ConLpony  in  the  reviev  of  1902  stated  that  "the 
reeult  of  the  past  year's  tnule,  u  far  u  80  per  oeat  of  British 
shipping  ifl  conoemed,  is  an  abwdute  loee  to  the  vast  majority 
of  ships.  ...  Of  the  remaining  20  per  eent  of  the  tonnage, 
consisting  of  '  liners '  proper,  only  the  most  fav<a«d  ocm- 
paoies  have  dime  wdl  —  vis.,  those  with  good  mail  oontraots 
(which,  of  coune,  the  receivers  maintain  are  of  no  [Kofit  to 
them,  tfaouf^  tbnr  accounts  would  often  look  poor  without 
them)  and  the  small '  set '  in  the  nm  ot  Government  transport 
work.  .  .  .  Over-production  of  tonnage,  starisd  in  the  years 
of  prosperous  trade,  retains  the  impetus  given  to  it  long  after 
the  reaction  of  the  boom  has  set  in,  and  the  effects  of  the 
continued  over>prodoction  is  greatly  exaggerated  by  the  ever- 
slow  and  gradual  restriction  of  the  volume  of  trade  following 
the  booming  times.  In  proof  of  this  we  have  in  this  year  oi 
bad  and  unprofitable  trade  for  ships  an  out-turn  irf  new  ton- 
nage exceeding  any  precedent,  and  a  ocnre^Mmding  accentua- 
tion of  depression  in  freights."  > 

The  year  1903  was  described  as  "a  third  twelve  months  of 
bad  UDiMofitable  trade  for  steamers,  but  it  has  quite  out- 
stripped its  two  predecessors  in  the  intensity  of  depresmon 
and  low  rates  of  freight";*  1904  had  to  be  "written  up  as  a 
fourth  year  of  unprofitable  work,"*  The  Russo-Japanese  war 
in  1905  had  little  influence  on  rates,  while  1906  is  described 
as  "somewhat  lees  satisfactory  than  the  preceding  year";* 
1907  and  1008  were  worse,  the  latter  year  being  marked  by 
"  the  unexamined  depression  in  all  freights  both  outwards  and 
hranewards."  * 

During  the  first  decade  of  the  century  the  worid's  tonnage 
registered  the  greatest  percentage  gain  of  any  of  the  decades 
considered,  from  29.0  million  gross  tons  in  1900  to  41.9  mil- 
lion tons  in  1910,  or  45  per  cent.  By  1910  steam  tonnage  had 
increased  to  37.3  million  tons  or  80  per  cent  of  the  total.  The 
la^e  increase  in  steamers,  much  of  it  in  large  ^Bcieot  veflsels, 
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titrows  light  upoD  tlie  falliiig  of  rates  in  a,  time  erf  risng 
pricee. 

The  eamingB  <rf  cargo  steaioBhip  compuiieB  from  1904  to 
1911  wero  very  low.  Since  1902  Foirplay  has  compiled  an- 
nually data  from  over  fifty  cargo  ahipping  companisB,  owning 
each  year  an  average  of  1.7  million  gross  tons.  While  not 
all  the  same  compuiies  were  included  each  year,  the  figures 
nuqr  be  taken  aa  characteristic  of  British  ccmpames.'  In  the 
ei^t  years  ending  with  1911  dividends  averaging  3^  per 
cent  were  distributed  to  the  stockholders  and  2.02  per  cent  at 
the  original  cost  of  the  ships  was  set  aside  for  depreciation. 
Five  per  cent  of  the  origimil  cost  is  ordinarily  considered  as  a 
fur  amount  for  depreciation.  However  profitaUe  cargo  ship- 
ping may  have  been  prior  to  1904,  the  eight  years  listed  below 
were  certainly  "lean"  ones.  But  it  must  be  borne  in  mind 
that  during  these  jrears  rates  were  at  the  low  point  of  the  haU 
century.  If  data  on  *<*i'ni''g«  were  anulable  for  the  ten  pi«- 
vioua  years,  the  average  would  undoubtedly  be  higher. 

AvntAOK  DivDiNDS  Pad  and  Dbfbbciation  Sbf  Asidi  bt  Rbpbb- 
BKKTATm  BarnsH  Caboo  SaiPnNa  Gohpanim,  1904-11 


Tmt 

pa^ 

i^lj^ 

Coat  of 

ParMt 

tt£      • 

1901 
1005 

i9oe 

1907 

1908 
1900 
1910 
1911 

7,894 
8,577 
8,084 
9,167 

9,032 
9,617 
9,4«8 

227 
2S6 
327 
388 

386 
180 
218 
370 

8.04 
3.33 
4.06 
4.17 

3.48 
1.89 
2.30 
3.73 

12,456 
14,818 
14,839 
16,664 

17,628 
16,758 
17,284 
18,862 

316 
239 
349 
US 

894 
189 

ao 

EM 

1.7S 
1J» 
3.43 
3.48 

3J15 
1.13 
1.68 
3.68 

Avwace 

8,988 

207 

8J0 

16,124 

335 

34a 

In  1911,  in  spite  of  strikes  anumg  ooal  miners,  seameo,  dock 
laborers  and  cotton  operaUves,  revolutions  in  China  and 

'  FUipUr.  Janwur  t,  IMl,  pp.  Ill,  ItS. 
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Mexico,  war  between  Italy  and  Turkey  and  other  political 
uncertainties,  rates  improved  slightly.  A  further  improve- 
ment in  the  next  year  made  1912  "memorable  in  that  it  wit- 
neeeed  a  '  boom  '  in  freights,  which,  having  been  for  nearly  a 
decade  at  an  unremunerative  level,  at  last  rose  sufficiently  to 

enable  shipownets  to  make  a  real  profit There  is  little 

doubt  that  the  paat  lean  yearn  by  checking  the  investment  of 
money  in  ^pping  contributed  to  the  present  satisfactory 
condition.'" 

The  period  of  the  great  war  calls  for  but  brief  description. 
Rates  had  declined  in  1913  and  in  1914  (particulariy  just  after 
the  outbreak  of  war),  to  recover  slightly  in  the  last  months  of 
the  year.  Thereafter  they  skyrocketed.  The  index  numbers 
and  the  gross  tonnage  launched  are  as  follows: 

ladai  NwDbor  of  Chartaf  RaUa     Gcoh  Tonnav  I^aoBbai 


Yaw 

(1BB0-99  -  100) 

(tkmnw 

1010 

69 

1,978 

1911 

82 

2,e60 

1U2 

111 

2,902 

1913 

100 

3,388 

1914 

105 

2,868 

1915 

323 

1,202 

1916 

S3« 

1,688 

1917 

1,841 

2,988 

191S 

3,492 

5,447 

1919 

661 

7,145 

1920 

330 

6,862 

figures  for  the  amount  of  tonnage  under  construction  at 
the  end  of  each  year  are  not  available  for  the  entire  period, 
and  the  tonnage  launched  each  year  is  given  instead,  which 
abovis  the  same  incture  after  the  elapse  of  six  or  nine  montiu. 
During  the  eariy  years  of  the  war  merchaut  ship  construction 
was  subordinated  to  naval  woric,  but  the  averse  annual  out- 
put in  1918-20  was  almost  exactly  twice  that  of  the  highest 
pie-war  year,  1913. 

Fjtminga  of  caigo  Steamship  companies  rose  almost  as 
spectacularly  as  rates.  The  situation  is  shown  in  the  table,  a 
continuation  of  that  pven  above. 

<  FUipkr,  Mmr  n,  1990,  p.  «88. 
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Atkkao>  DinuKNDS  Paid  amd  Dxpbbciatioii  Sbt  Aea>*  bt  Bzpsa- 
ttNTATivB  BunaH  Cuoo  Saimifo  CoKPums,  1913-20 


el£ 


1913 
1918 

1914 
1915 
1M6 

1017 
1018 
1019 
1920 


10,600 

10,964 
10,842 
14,106 
14,822 

13,567 
12,799 
14,216 

20,738 


721 
1,878 
1,126 
1,614 
2,743 

2,611 
1,554 

1,773 
2,381 


6^ 
12.58 
10^ 
11.43 
l&W 

19.M 
I2.1S 
12.47 
11.48 


20,221 
31,478 

20,067 
21,700 
19,303 

19,141 

16,400 


1,044 
2,221 
8,346 


10.23 
17.29 


4J3 

6M 


Avnaie 


18,634 


1,768 


3^089 


It  will  be  Dotioed  that  while  depreciatioa  in  adequate  amountB 
was  not  Bet  aside  between  1904  and  1912,  in  five  of  tite  nine 
succeeding  years  a  larger  amount  was  written  <^  the  value  of 
the  steamers  as  carried  on  the  books  than  was  distributed  as 
dividends  to  tha  shareholders. 

The  facts  of  the  present  shipping  ntuation  are  jAein. 
Neariy  every  day  an  hem  in  a«ne  paper  states  that  numbers 
(rf  additiooal  ships  have  been  tied  up,  or  that  scMoaebody  esti- 
mates the  total  idle  tonnage  to  be  such  a  figure,  lie  stesmeis 
afloat  at  the  first  of  1921  were  66.8  million  gross  tons,  13.7 
minion  more  tJtan  in  1913,  and  in  addition  7.1  million  were 
under  construction.  At  tiie  same  time  the  volume  of  ca^ 
moving  was  only  four-fifths  as  much  as  in  1918.'  C%arta 
tattt  today  (June,  1921)  are  in  many  instances  at  pre-war 
levels  and  operating  expaises  are  still  around  tliree  times  titose 
(rf  1913.  The  present  depression  has  all  the  characteristics 
of  those  preceding,  many  times  intensified:  a  large  excess  (rf 
tonnage  over  immediate  requirements,  deeieased  movement 

■  Onttt  £■  S..  "Tlw  Cns  d  Onr  S 
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td  oveneas  Bhipmeote,  millioiia  of  tons  of  steamers  under  coo- 
Btruction,  high  ship  construction  and  operating  costs,  and  low 
rates.  Shipping  men,  it  seems,  have  never  been  able  to  per- 
Boade  themselves  in  periods  of  prosperity  that  good  times 
would  not  last  always.  Over-building  of  tomiage  has  con- 
tinually recurred,  sometimes  coincident  with  a  falling  off  d 
the  amount  of  cargo  shipped.  In  the  forty-five  years  before 
the  war  only  fifteen  yeais  were  so-called  good  ones,  two  poor 
yeare  for  one  of  proepcrity. 

While  it  is  impossible  to  get  an  approximation  of  the  excess 
of  tonnage  over  tine  current  trade  requirements  during  the 
previous  depicesionB,  there  is  convincing  evidence  that  in  no 
instance  has  the  surplus  of  tonnage  (or  the  amount  tied  up,  if 
one  wishes)  been  so  large  a  percentage  of  the  i^ole  as  at  pres- 
ent. And  today  new  construction,  a  year  after  the  depression 
has  set  in,  is  going  forward  at  over  twice  the  hif^teet  pre-war 
annual  rate!  The  conclusion  seems  inescapable  that  riiipiHng 
in  geoeral  is  confronted  with  a  depression  of  unprecedented 
intensity  and  duration.  Tba  present  depression  may  be  the 
most  tiying  one  that  ibe  dd  establrahed  lines  have  expe> 
rienced,  it  will  certainly  test  severely  the  new  ccnnpanies,  and 
it  is  lilcely  to  prove  almost  disastrous  to  our  government- 
owned  fleet. 

E.  S.  OsBsa. 

N>w  YoBK  Cm. 
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THE  LITERATURE  ON  THE  SALES  TAX 

I^EBE  IB  strong  sentimeDt  in  thia  country  for  the  repe&I  c4 
the  excess  profits  tax  and  the  hi^r  Burtaxea  on  income,  and 
the  advocates  of  such  action  are  proposing  substitutes.  One 
of  the  proposals  which  has  precipitated  debate  is  th&t  for  a 
general  s^es  tax.  The  country  is  remarkably  divided  on  this 
subject.  The  farmers  are  represented  as  against  the  tax  by 
certain  of  their  alleged  spokesmen.^  Labor  is  opposed  to  the 
tax,  if  we  may  accept  the  statements  of  some  of  the  leaders.* 
The  business  community  ^u^d  others  divide. 

Oi^uuBations  of  business  men  have  been  created  especially 
to  agitate  for  the  sales  tax.  One  of  these  is  the  Businesa  Men's 
National  Tax  Committee,  beaded  by  Mr.  Meyer  D.  Roth- 
schild, a  New  York  jeweler.*  The  oi^amzation  is  very  prolifie 
of  literature,  some  of  which  is  faiiiy  carefully  worked  out. 
From  the  poimt  of  view  of  quality,  data  given,  and  evidence  of 
investigation,  its  pubhcations  will  probably  take  fiist  rank 
amidst  the  pro-sales  tax  literature.  Its  moat  notable  writ- 
ings are  its  Bulletins  entitled  Statement  in  Favor  ef  a  Grow 
Sales  Tax  or  Turnover  Tax*  Comments  on  tJie  Report  cf  Oie 
Special  Committee  on  Taxation  <4  the  United  States  Chamber 

1  Ssa  Conunittaa  Feint  of  the  Hauiov  on  Ui  nriwa  baton  tba  Hmta  Flnaaea 
CommittM.  Oity-HTvitli  Con^rtm.  Rnt  Owuiua.  Um  tartinxBr  rf  Mr.  H.  C.  Ue- 
Iteuio,  iiiimaiiillin  tba  Am«i«ii  Farm  Bonaa,  pp.  113-184;  tint  9tM.tmant  Bhd  bf 
Mr.  T.  C.  AtknoB.  Wuhincton  RspmsnUtiTO  of  tba  Natkuul  Gimssa.  pp.  tSt-SSli 
diaanniao  a(  Mr.  Waltv  W.  Uoatt,  MittKsiwd  apoktmnii  fur  Om  Pkn^  FHlnl 
^  Laacua,  pp.  4ia-4aa:  ud  tba  aTidaiMa  of  Hr.  Banluiila  C.  Muab,  pp.  SBS-aM 
u  nnuuB  Committaa  Heuisp  irill  bo  bcraaf tar  laliad  ta 


re  at  a  Wait  48th  St..  N*w  ToA  (3t]r. 
I  Bullatln  No.  11,  antitlad  Btrntamant  in  Tftror  o(  >  Qroaa  Sake  oc  Tnraorcr  TU 
ud  Commcnta  upon  the  Find  R«port  «f  tba  Nattoiul  InduaUal  Coofiraoaa  Bawd, 
br  Marar  D.  Rotbaohild.  datad  Jannary  IT,  1931. 
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<4  Commerce,  Groee  Salea  or  Turnover  Tax  at  one  "per  eeni  and 
No  Other  Tax  on  fiiwinau,*  c(»iuiiente  on  a  monograph  writ- 
ten by  Profeasor  T.  S.  Adams,  and  the  organimataon's  sales 
tax  Primer*  The  two  first  are  concue  ducuflmons  of  stato- 
mentB  adverse  to  the  sales  tax,  being  little  else  than  the 
matching  of  pointB.  The  third  is  a  clear  presentation  of  the 
Rothschild  plan.  Mr.  Rothschild  gave  another  good  state- 
ment of  hie  argument  when  he  issued  a  copy  of  Professor  T.  S. 
Adams'  monop^h '  on  the  sales  tax,  with  a  statement  of  his 
own  paralleling  the  latter. 

The  Primer,  a  considerable  booklet  containing  107  ques- 
tions answered  by  Mr.  RoUischild,  is  probably  the  best  single 
statement  in  favor  of  a  general  sales  tax.  Indeed,  the  autbor 
claims  that  it  is  "  practically  the  meat  of  the  sales  tax  idea," 
containing  answers  to  many  of  the  opposing  arguments.* 

The  Tax  Le^ue  of  America  also  has  been  established  to 
Batata  for  the  adoption  of  a  general  sales  tax.'  The  only 
one  of  its  publicationB  which  is  worth  mentioning  here  is  its 
Addreu  to  Congreea.  This  statement,  however,  adds  little, 
oontaintDg  chiefly  what  can  be  found  in  otlier  places.  The 
oiganisation  is  apparently  a  self-constituted  league  of  a  few 
men  who,  strongly  favoring  the  sales  tax,  have  invited  busi- 
ness people  in  various  states  to  join  them  in  their  effort.* 
Many  organizations  of  business  men  other  than  these  bodies 
which  have  for  their  special  piurpoae  the  adoption  of  such  a 
levy  have  indicated  their  approval^ 

'  A  ninut  of  ■  v^V  i«d  Man  tlw  NMional  Tu  itmotStttim  at  Iti  nbtmith 
ABBwd  CoDfccono*.    Se«  tto  Prowiwlliiwt  pp.  180-300. 

>  finUadii  No.  It,  dMed  April  11, 1931:  aba  rapriaUiIiB  Bcuinv,  pp.  BSV-411, 


•  n*bMdqDUl«na&a*ii*t  laTDBniadngr,  N<wT«fcCHr. 

•  TMi  wIioIb  MiOBtotJMi  hM  aunt  had  >  BonTitinii,  hnt  H»  Adriagy  Botri  maate. 
a.p.M. 

w  of  tha  intanati  iriuoh  an  rapcstad  la  favor  of  totat  aort  ol 
D  Chambir  ol  CommcnM,  Htaiinn  p.  137;  tlia  Tiada  Boaid  of 
y  <tf  that  body,  ibid.,  p.  IGS;  tha  Tndaa  Coundl  of  MMHdaotiira^ 
B,  lUd..  pp.  14,  IS;  tha  Naw  Yoik  Board  of  T»da  aul  Tmapettm- 
lid.,  p.  440  bhI  tbeit  kaaSvt  inad  Oolobar  13,  IMO;  ths  Eienitin  Comnittaa  of 
tbe  Nadoaal  AMOoiatioD  of  Rwl  Eatits  Boud*.  Ibid.,  pp.  28,  W;  the  NaUoaal  Betail 
Dry  Oooda  Aaaodatka  baa  thdr  booklet  Kaa  to  BavlM  the  Botvium  La*  ol  1918}  i  tha 
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Some  boBiDen  men  have  come  oat  sgaiiort  the  pn^toflaL 
Probsbly  the  group  which  has  dnwn  most  fire  from  its  op- 
ponents ia  the  Tax  C<»nmittee  *A  the  NatkRtal  Indurtriil 
Conference  Board,  which  unqualifiedly  rejected  the  salei 
tax.*  Ilus  Committee  grew  out  vi  the  hoatUity  erf  the  boi- 
nesB  community  to  ttie  present  federal  revenue  ^ysteni.  A 
National  Industrial  Tax  Committee  called  by  the  National 
Industrial  Conference  Board  at  iba  suggeaticHi  of  tiie  Amm- 
ean  Petredeum  Institute  and  of  the  American  Mining  Con- 
gresB  met  at  Chicago  on  April  16, 1920.  After  diacussion,  this 
convention  agreed  that  an  enlarged  committee,  compriaing 
more  interests,  should  be  created  for  study  and  recomnun- 
dations  on  tax  revision.'  The  result  was  the  so-called  Tax 
Committee  of  the  National  Industrial  Conference  Board, 
composed  of  prominent  representatives  of  various  business 
interests  in  the  country.*  After  preparing  a  tentative  report,* 
the  Committee  decided  to  call  a  second  conference  of  bunneas 
men  and  others  in  Cffder  tiiat  its  reoommeDdsti(»is  mi^t  be 
discussed  before  a  final^  repm^  was  issued.  According  this 
second  National  Industrial  Tax  Conference  met  at  New  York 


I.  OaiL,  p.  177  aad  p. 
D,iUd..p.lU;UNAi 
Win  li  St.  lAiK  lUd.,  p.  aOTi  tb*  Mniiii  InduBtiiH  Chualm  id  C 
AmviOh  OM.,  pp.  lOB,  IDO;  tte  Natloiul  AutomotMk  Chuibn  at  Conuima  wd 
tb*  Uaton  1^  Ahmh^h  Mm^Hwwi'  *iiito«kn.  iUL,  p.  tXT:  Oi  jMnby  b- 


■  Sp«UBwortNo.iaof  UMNatiaMlIiidiiMiMCi«lM«M*Bi»id.pp.t-«. 

•  FteuMnaatolUHilMdapiiiHt<i<tU>badr,H*8pMUBiV0rtNo.lS,av.(it.: 
rin«i«illi^«  of  tb*  Bnnd  Natknal  Tu  Coafmna^  SpMU  Rapurt  No.  17,  Rt.  1, 1. 
■ad  pp.  lU.  16S.  CI.klMAiUnMofHr.B.C.AIIaBbrfantlaNatloMlTBAaaiift' 
tton.  a^ifnb*  a,  IMH,  1b  IVniiiiHi^  ei  tt«  TMrfnlfc  Aaiwrt  Cudmtam,v».  IJ*- 

ua. 

•  tv  tba  pnmail  of  tUi  KanimfW,  an  tb*  Proo«dIi«i  <d  tb*  SMoad  Natiaad 
bdMtrial  TU  OMtamm.  p.  1S7. 

•  Tba  work  of  tba  ConnilttH  aovand  its  nootlia.  It  hiU  ■  n^iba  ol  mat^b 
u  mattoB  wan  itiidiaii  ^as  br  aabtaB^ttsH  Bad  tr 

niadiTidiially.  Thnj  aniiiii  thii  a«iiliiiiiii  mil  iililm  iiliiiiifc  iimi  unii 

n  T.  B.  AduM  and  Vnd  B.  FlOnUU  of  Yala,  StUsnBa  ud  Ha^  rf  Oala^b. 

a.  Otto  B.  Kahn,  Oaoraa  E.  BolMa.  J.  f.  Ii^,  A.  B. 
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City  OD  October  22  and  23, 1920.  The  proposal  for  a  sales  tax, 
rejected  by  the  Committee,  received  much  of  the  attention  of 
tha  Conference.  The  Prvcudingt '  of  the  Second  Conference, 
therefore,  contains  some  able  and  interesting  discunions  by 
members  of  the  Conmiittee,  economists,  busineBe  men,  and 
others.  The  volume  is  a  mine  of  infonnation  on  the  whole 
subject  of  tax  revision,  and  students  of  taxation  are  in  special 
debt  for  this  important  contribution  towards  the  clarification 
of  tax  opinion.  The  Conference  resolved  that  the  Committee 
should  complete  its  final  report,  taking  into  account  the  sug- 
gestions gained  fr«n  the  discussions  of  the  convention  and 
from  further  written  statements  which  mi^t  be  fumiabed 
it,  and  that  after  the  report  had  bees  issued  and  time  al- 
lowed for  consideration  of  it,  a  Third  National  Industrial 
Tax  Conference  should  be  called  for  its  final  considera- 
tion.* The  report  *  was  later  issued  and  such  a  Conference 
was  held  January  21  and  22,  1921.*  The  dtixens  who  took 
part  in  the  Second  Conference,  or  wrote  this  report,  have 
demonstrated  their  ability  to  give  helpful  and  disinterested 
advice  in  the  construction  of  a  program  of  tax  revisioa.  It  is 
the  opinion  of  the  reviewer  that,  judged  by  its  quality,  careful 
preparation,  and  judicious  and  unbiased  character,  the  Report 
of  tioB  Committee  stands  high  if  not  preeminent  amidst  the 
sales  tax  literature.  It  is  a  business  men's  report,  and,  "its 
conclusions  are,  therefore,  practical  rather  than  theoretical."  * 
Another  group  of  business  men  opposed  to  the  adoptkm  of 
a  general  sales  tax  is  the  National  Association  of  Credit  Men, 

>  FmoHifiiv  <if  tba  SMOBd  Nstioul  ladMttU  Tu  CootanMM.  hiU  Id  Nm  YcA 
atr.  OMobw  »  and  tS.  isao.  BpmW  IhfKrt  No.  IT  <<  Um  NMImmI  lodiatiial  Cob- 
tm«B«a  Boainl,  Dwuibv,  1B90. 

•  Bp*d^  Sunt  No.  IT,  p.  IM. 

>  Raport  of  the  Tki  ComBlttH  of  Um  NMIduI  Indnlikl  ContanoM  Boud  on  tlw 
FwlcnJ  Tu  Prebhai;  B|wdal  Btpcrt  No.  IS.  KatloMl  IndoMiM  Caattnae*  Baud. 
D»iauibir.  1S30.  Hnafte  nhmd  to  ■■  Natfoul  tadaMiW  CoataaM  Bii«d  Coat- 
nlttaa  Rami  (N.  1.  C.  B.  O^miUam  Sunt). 

•  It  hM  bMB  (Uted  Uwt  tk*  t^mt  of  tba  ComuBitUa  wi 
br  th*  NaUiaBi  ladwtikl  CauhnBfOt  Baud  <■  by  tb*  Ai 
by  the  Amorku  PMnlMU  loMttoM     -      -      - 
Kqurt  Mata:  "TUi  cfiaka  )•  aot  n 
•uA  IndMdual  mulMr  .  .  .  ar  br  Um  onffBt^ttew  or  iadiMtrUa  nmwntad  br  tba 
iDdiTldual  DWBbin."  Baa  rtaial  Baport,  p.  3. 
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whose  Committee  on  Federal  Taxation '  hoa  isaaed  a  report 
rejecting  the  sales  tax,  and  proposiag  a  tax  fm  the  undistrib- 
uted earnings  of  corporations.*  The  Committee  did  not 
issue  a  very  elaborate  report  on  the  sales  tax  nor  does  it  de- 
velop any  new  arguments,  being  in  substantial  agreement 
with  the  National  Industrial  Conference  Board  CcHnmittee. 
The  report,  tho  compact  and  carefully  drawn,  does  little  else 
tium  list  the  arguments  with  short  comment.*  The  Ccmmit- 
tee  is  evidently  concentrating  more  attention  upon  the  adop- 
tion of  its  own  pn^ram  than  upon  the  defeat  (rf  another. 

Still  another  business  organization  whose  opposition  to  the 
sales  tax  has  attracted  considerable  attention  is  tiie  Special 
Committee  on  Taxation  of  the  United  States  Chamber  of 
Commerce,  composed  of  prominent  business  men  and  econ- 
omists.*  On  December  17, 1920,  the  question  of  tax  revision 
was  submitted  by  referendum  *  to  the  member^p  of  the 
Chamber,  with  a  report  *  from  this  Special  Comnuttee,  eover- 
ing  among  other  proposals  the  sales  tax,  which  the  latter 
rejected.'  The  report  is  one  of  the  most  concise  statements 
of  the  arguments  for  and  against  the  tax.  Among  the  otJier 
budness  organisations  opposed  to  the  sales  tax  may  be  men- 
tioned the  Executive  Committee  of  the  National  Association 
of  Retail  Grocers.' 

Many  individuals  have  taken  part  in  the  sales  tax  discus- 
sions. Among  the  bankers  probably  the  most  distinguished 
advocate  of  a  sales  tax  is  Mr.  Otto  H.  Eahn,  who  amits  that 


i(  Ht.  B.  H.  Jkths  >«1  Mr.  I 
p.  W-1(M  BDd  pp.  U»-te7. 
■  Tb«  uvununU  dsrelopad  is  tiw  nla  Uic  dabata  wm  b«  rtli«i«d  to  lats. 
•  Fv  tba  ptnoBD*!  of  thit  ConunittM,  see  ita  Baltnaiua  Ho.  U,p.X 
>  lUniha  of  ttda  Bifavidiim  an  fim  in  Bpuaal  Bulletm  of  ths  U.  a  CtenAvil 
CommBToa,  dsted  April  8. 1B2I.    Bcmon  tlM  votina  on  Rahnndam  No.  M  ■«•  rat 
MtteUetoiy.  uotlur,  Rrienodum  No.  Sa,  luB  bccoiMuad  to  tlw  ClM.atHr'so 


of  NotioMd  Anocurtkn  of 
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he  has  "wobbled  and  wavered"  on  it,  but  baa  now  definitely 
ocxmnitted  himself  to  a  low  tax  oo  sales.'  Few  men  have  done 
more  talking  for  a  sales  tax  ihao  Mr.  Charles  B.  Lord  of  Galey 
and  Lord,  New  York,  an  enthumastic  advocate  of  the  new 
measure.  Althto  his  literature  is  not  as  elaborately  worked  out 
as  that  of  the  Business  Men's  National  Tax  Committee,  he 
contends  manfully  for  his  cause.*  Mr.  Hugh  Satterlee,  whose 
(qnnions  carry  weight  because  of  his  valuable  assistance  to  the 
government  as  a  tax  expert,  is  a  pronounced  sales  taxer  and 
puts  forward  Ms  ideas  in  an  effective  way.*  One  of  the  in- 
dividuals who  has  done  much  for  the  promotion  of  the  tax  is 
Mr.  J.  S.  Hord,  during  1904-19  Collector  of  Internal  Revenue 
in  the  PhiHf^tines,  one  of  the  authors  of  the  Philippines  Sales 
Tax  Law  and  experienced  in  its  administratiim.*  The  Philip- 
pine Buccesa  with  the  tax  argues  forcefully  for  such  a  levy 
here,  and  the  administntois  who  had  to  do  with  it  have  great 
influence  in  this  discussion.  Dr.  Heniy  A.  E.  Chandler  has 
written  an  interesting  and  careful  article  entitled  "The  Sales 
Tax  and  Our  Fiscal  Problem,"  published  by  the  Commerce 
Monthly  for  March,  1921.  After  reviewing  the  principal  argu- 
ments for  and  against  the  measure,  the  writer  concludes  that 
a  small  commodity  tax  "offers  the  best  means  of  supplement- 

■  Sm  hh  Two  Ymn  oi  FuHy  Tuatton  wd  (ha  B«Mlto,  pp.  «»-t7;  Son*  SoHW 
tiona  cm  Tu  Rariiiiin,  pp.  S3-U:  Addn^nm  to  "  Borne  S^wfatioiH  oa  Tu  "SLni^m" 
ud  tbs  BbIh  TmK.  pp.  3»~S7  uid  pp.  40,  41,  m  mjiint  at  hk  KldiMi  belan  tha  N»- 
tloiwl  iBdatrtel  Tu  Conf««OMk  PraoHdliiM.  pp.  W-M. 

>  8a«hi*  Tba  BubUs  Hu  Bunt— -What  Nextfi  Fedsnl  Tana  aul  tba  hmMr; 
Taxint  a  Bn^^  BiMils;  aad  bk  man  prataotliMM  DlioaMlai  ol  tha  Taatatira  lUpcrt  ol 
tba  TuMioa  CommittM  of  tba  National  Indoatilal  Confinan  BoanL  Sea  aba  Pio- 
iiaailliMa  ol  tba  Not^mal  Tax  Aao^tkm  Thirtccstb  Coiif«nuK,  pp.  US-SIS,  tar 
qnotatiDni  fnim  ana  of  bi*  v»ptr». 

>  BaabiBTBi>>tfa>DolSalaa,BlaaUatartu>ioiiTbiforatliaBaDateCanu&lttea,HiBr- 
Inaa,  pp.  14-27.  Cf .  abo  tbe  addnaa  baton  tba  Natiooal  Tai  Aanaatuii,  FroMadln^ 
ol  Tbirteanth  Annoal  Coalenmoa,  pp.  133-128,  aod  aJiiwa  baton  tha  lorn  Baokcn 
.Ajudattoo  npriDted  in  Na«  Tort:  TImaa  of  Jannaiy  S,  1931. 

•  8aa  artida  Id  Annali  for  May,  1031,  pp.  l«-307;  atatoont  bcfon  tha  Baoond 
National  lodnatTial  Tax  ConlenDoa.  Pioeeedinca.  pp.  SS-U;  aad  atatamnt  to  tha 
Sgaala  nnaoea  Committ**,  HHuin^  pp.  M-73.  Mr.  Hord  baa  diaoribad  tba  FhlUp. 
plM  Salt*  Tax  in  hli  Jtduu  Hopkini  Study,  Internal  TaxaOoB  In  the  PhlHppiHa.  Sailaa 
XXX,  No.  1,  Baltimon,  1W7,  ^lesiaUr  pp.  19-41.  Jndta  Labbaua  K.  WUBer.  of  the 
Nbw  York  Bar,  who  WM  attoney  iVMnl  of  tba  PUUpt^nea  from  1901  to  1906,  hM  abo 
baas  dnittad  Into  MrriBa  in  adrMKjr  id  a  Miha  tax  Igr  tba  Tu  Laactw.  Sea  Ua  alate- 
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ing  our  {wweot  fiaeal  syitem."*  Otiier  advocates  of  tbe 
diange  are  Mesva.  Bobert  R.  Reed,*  Jules  S.  Boobe,*  WUliam 
C.  CofDweU/  and  R.  8.  Ocutt*  of  the  WaU  Stntt  Jottmai, 
admitted  by  one  of  bia  opponeote  to  give  a  dear  and  logical 
preaeatation  of  the  nwrits  of  the  Bales  tax  in  contrast  with  the 
vaguenese  and  discrepancies  that  are  so  common  in  most 
discusaioiis  <^  this  subject."  * 

But  the  literature  shows  also  the  opposition  of  many  in- 
dividuals. Mr.  Fayette  R.  Plumb,  chairman  of  the  National 
Industrial  Conference  Board  Ccmunittee,  independently  oon- 
demns  the  proposal.  One  of  the  most  outstanding  opponents 
of  the  tax  among  bumnesa  men,  he  has  recently  written  a  con- 
cise and  readable  statement  of  his  podtion  for  the  Senate 
Finance  Committee,  entitled  "Views  in  Opposition  to  the 
Sales  Tax."  *  Mr.  Robert  Q.  Wilson,  Chief  of  the  Tax  Divi- 
sion of  tJu  American  Mining  Congress,*  ttad  Mr.  J.  F.  Z<dler, 
an  attraney  uid  chairman  of  tiie  Tax  Committee  of  tite  Nft- 
tkmaJ  Conference  of  State  Manufaotums*  Anociatioa,*  are 
OfqKNwd  to  the  tax,  Mr.SamudSpring,  a  member  of  the  Suf- 
folk bar,  has  made  out  a  strong  oaae  against  it  in  a  recent  ar- 
tide."  Not  all  those  experienced  in  tax  adnuiustmUoa  are  is 
favtw  (rf  the  tax,  for  Mr.  Arthur  A.  Ballaotine,  f<»Tner  solidtor 
of  Internal  Revenue,  has  in  a  recent  article  argued  forcefully 

■  Ite  CoBiB«a  MoBtUr  ol  Iha  NMkMl  Buk  of  Ombumm  for  Hank,  IMl, 

•  Sm  bli  wtM*  In  tlw  N«r  Tok  nmH,  twaattf  IS.  IIHI.  p.  10. 

•  S«  Ua  "  f -lirn  niniiiiM  tmrn  the  SUrtrr  of  T»t»tian,"  mi  addmi  balfin  Ih* 
EociBoml«CaiU>,Navyaik.Novuiiba'»,tOKi  "AUT<tTPlHl<ird»aakaTBi.-iatfaa 
Wa^Ir  Rmtew  tor  Jime  It.  IMl.  pp.  SS4-SaS:  nmuka  >l  ShobiI  Nstiiattl  laii^itol 
Tax  CoohraDO*.  FrotwOi^  pp.  EO-H;  italoiMBt  brfon  tl»  Bmn  Waj*  KBd  Umim 
CoBUBlttes,  Halliwk  PP.  n-100;  ipMUI  tOtlOB  oI  th*  BaAe  Rntow.  April,  IQU; 
lUrin  of  Dniawi.  Juuur.  1031,  pp.  ST-«0;  Now  ToA  limn,  JuoHr  30.  lOMP-  >■ 

•  Sm  bit  Mldnn  Mon  tlw  Nfttimu]  Awdataon  of  Cotton  MmiiifMtiinw.  CT.  hta 
maark*  tX  tha  HMond  Nmtioool  lodoittU]  Tu  CooftnoM,  ProuMdinct.  P-  S*. 

■  BtatBMDi  to  BmMe  Kiwtu*  CoBuaitts*.  Hiuii«a,  pp.  TS7-TM. 

•  n^iL.  p.  T67. 

•  nu.,  pp.  s«-n. 

•  Sm  hli  lUtuDMit  bdon  tha  SmaU  Unaaw  Committaa^  Bwii^  pp.  S>T-4U. 
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tiM'itarejeetioii.*  HiBmieoMMr  in  <^oe,  and  now  also  a  former 
w^eitor,  Robert  N.  Miller,  and  Secretary  Mellon  do  not 
reeonunend  it.*  Among  the  econtHnista,  Profeaaor  T.  S. 
Adams,  former  chairman  of  the  Tax  Advisory  Board  oi  the 
Tre&mry,  and  by  virtue  of  tna  prestige  one  of  the  most  active 
and  persuasive  opponents  of  the  Bales  tax,  has  written  and 
spdcen  a  good  deal  on  the  subject*  Profeaeor  Seligman  has 
presented  with  vigor  the  objections  to  such  a  tax.*  Profesaor 
F.  R.  Fairchild's  views  in  t^podtion  to  the  sales  tax  have  also 
beocone  a  part  of  the  literature.* 

Among  sales  taxers  there  is  division  of  opinion  as  to  the 
fcom  which  sueh  a  tax  should  take.  One  group,  led  by  Mr. 
Meyer  Rothsdiild,  advocates  an  all  inclusive  tax,  invdving  a 
levy  of  one  per  cent  on  the  "grosB  turnover  of  the  country/' 
0(xn[Hiang  (a)  sales  <^  all  kinds  of  goods, .  wares,  wkd  mer- 
ohandise;  (6)  sales  of  real  pn^Krty;  (c)  gross  rents  and  royal- 
ties of  all  kinds;  (d)  gross  inoontas  of  pablie  utilitiea;  («)  gross 
receipts  for  admission  to  amusement  places  and  dubs;  (J) 
gross  receipts  for  services  renderod  (not  including  wages  or 
salaries  which  would  be  fauced  under  the  personal  income  tax) ; 
(s)  the  sales  of  aU  cai»tal  assets,  except  stocks  and  bonds  and 
other  choses  in  action.  Hiis  would  reidace  all  dUmt  taxes  on 

■  Sm  hk  MtM*  "  Tl»  CtaNnl  SaU*  T 
Mar,  igni  utWa  la  Nmt  TMk  Ibam.  Jai 

•  Bm  tbi  brW  nbrnhtod  br  MUk  to 
ari-«T4;  ud  Mt«  tl  Btenuzr  UiOoa  to  RamHutatlTB  Tviaar  tad  Si 
ran  daM  A^  30, 1011,  oonvnintlr  tauul  U  Now  YoA  tbam.  May  3,  IMl. 

■  Prabably  tb*  moM  «0OT«nkat  Matafnoit  tt  hi*  Tint  mar  b*  tauBd  is  Mi  maU 
^ophM.  Nwdid  Tax  lUfonn  la  tlia  Dnitad  Btataa.  TU*  !■  a  npriat  at  a  aviia  of 
Ktiain  whkh  appaarad  Id  tha  Naw  YoA  Eraiuiv  Poat  Id  Jnlr  aul  Aiwuat,  1B90.  A 
nrin  Hi  arttda  br  blm  daalbw  wUh  Iha  wna  HbiaM  utf  b*  ttmnd  1b  tlw  Boaton 
Tn»sriptlarJiil]FlP.91.M,Sa,Ai«aat.t.4.9,ll.lS.  Baa  hk  raniaifci  at  tha  Bamnd 
Natkoal  IsdiaMal  Tax  ConfnHa.  Proeeadliwk  PP- 1  lO-lIS,  and  Ua  mnBagnftt  for 
tha  NaUoBal  iBdiMiU  CoBlMBM  Baud. 

•  SMhkaddnM.'-TliaSabaTaiCoavwadiiitthtbaRaeoauMBdatloBaalthaTu 
OsauoMaiL"  Baoood  Natiooal  IndoiMal  1^  CoBtvaBaa.  Frooeediiimy.  TC-St.  Sm 
BlMHwriii«i.lV.Tai-7M,tdrai<tiriBtalhiaaftkla  -TtelbealOsllodia^tlMFm- 
«BB  of  Ti  RmWon,-  immi  br  tha  Baafcan  Eaowmia  Swriea  be..  IMl;  tha  Haar- 
inca,  pp.  TOft-TWX  (or  hk  tartlnmiy. 

•  Sea  BUtanMBt  to  tha  Banate  IlaMiiaa  ComndtUa.  Haariagi,  ni.  BTl-Ul,  aad  ra- 
pclM  of  hk  "  Cat*  aaaliMt  tha  Balaa  Tax."  a  paper  nwl  batea  tba  C.  8- Chnabar  (< 
CoMaafoe  at  the  rao«t  aonaal  laaatJM.  jtAL.  pp.  II61-W»,  Hewaa  alaaa  ■■■bir  rf 
SpecM  Tax  Coounlttaa  itf  the  C.  8 
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ndtngtaKoobiMiBenmoaiiea.*  A  neand  gnNqt, 
wiiidi  IB  beooming  more  imiiMnnB,  mold  Umit  the  tax  to 
sales  of  goods,  mres  and  maidiaiidiBe,  w«Twnpting  for  ad- 
miiiistnUiTe  leasms  sales  not  exceeding  a  aertain  aminal 
aoMunt.  Ilie  most  pnxnuient  member  of  tins  gnM4>  is  prob- 
ably Mr.  Charles  E.  Lord,*  asBsted  by  others*  who  differ  as 
to  the  propv  rate  far  the  levy>  Stfll  a  third  form  of  sales  tax 
has  been  talked  about  —  a  tax  upon  only  retail  or  final  sales 
for  use.*  Mr.  L.  F.  Ltnee  is  probably  the  ntast  ixamioait 
advocate  of  the  retail  tax,  but  he  advocates  also  &  sdmI) 
charge  on  all  tnmoveis.*  Hie  tax  applied  to  all  ccxnmoditT 
tumoveis  aeons  to  have  the  greatest  support. 

Such  is  the  literature,  interesting  not  only  f<M-  its  content 
but  for  its  revelations  of  the  methods  ot  thinking  among 
business  men  who  have  met  the  eooncRnists  i^»on  thear  own 
ground  and  bc4dly  challen^d  them. 

lie  sales  tax  debate  turns  upon  certain  large  points  already 
well  known.  Hie  chief  questkni  in  the  discuBsitHi  is  the  ins- 
denoe  of  certain  taxes.  It  is  obviously  a  ohaUange  to  the  sales 
ta«T8  to  have  thdr  oppcnents  say  "it  would  be  econExnically 
unsound  as  well  as  socially  ui^ust  to  shift  the  two  IhIIimib  oS 
taxatkui  from  buonesB  and  personal  income  taxes  to  txm- 
sumption  taxes.'"  Would  a  sales  tax  be  shifted?  And  are  the 
profits  taxes  which  it  would  replace  shifted  to  the  consumeraT 
Would  the  adoption  of  a  sales  tax  mean  the  substitution  of  a 
coDBumeis'  tax  for  business  income  taxes?   The  eoontnnists 

1  For  tba  bist  itaUdMBt  of  thia  laepowl.  *M  th*  Cemdianti  on  rrot— ot  ^Jm* 
ngnaci^ili,  Md  tba  mkm  tu  Piiaat. 

•  Bw,  for  k  food  itatCBwit  ol  thk  mqiiHl,  hk  Thg  Bsbtila  Haa  Bant  — Wkrt 
Nott  p.  B. 

•  For  iBituH,  J.  B.  Hard,  J.  B.  Bulw,  H.  A.  S.  Chuulte,  WnBuB  C.  Canwdi, 
otto  EL  Eiluk,  Natioaal  AaButua  oI  Uumbolann,  "SmUofl  BoMil  Diy  Ooddi 

•  Mr.KaliB,farlBataBH,thiDkiitil»alilbaDDlriiH«Bt.  flmihii  ftiVLintaiii.  ii 
4D.  Mr.  SotWiikl,  oa  Ihs  oths  hand,  admioktaa  a  nto  of  1  pet  aeat 

•  aeatbaliatoItbadlSMVitfonMsf  tbaMj«tuiBN.LC.B.Cio«mittMBvort, 
p.  18.  The  UtanMra  oUdi  Uia  nriawn  haa  aiamiiiHl  ranala  rerr  few  who  admiata 
thk  totm  oI  (ha  tu. 

•  Sea  Mlnori^  R«ix*t  of  Mr.  Un»  M  >  nMsJiar  of  tb*  HuOoBti  ladurtrlal  Oob- 
tannea  Board.  Mr.  Dvli^t  Btanan  irf  Now  Tak  aiKia  to  bra  tha  tu  oa  ntaU  aaln. 

>  8m  N.  L  C.  B.  CommlUw  Baport,  p.  30. 
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niio  have  ezpreBsed  themselves  upon  it  uphold  the  theory 
that  general  mcome  and  excess  profits  taxes  are  not  normally 
shifted  to  the  consumer.  "Profits,"  says  Professor  Seligman, 
"are  the  result  of  price  and  not  a  condition  of  price."  '  Dur- 
ing the  war  years  there  was  a  seller's  market  and  prices  would 
have  been  high  aoymy,  the  taxes  being  "an  exouae  for  hi^ 
prices,  not  tiie  cause."  *  But  a  sales  tax  under  normal  condi- 
tions would  be  shifted  to  the  consumers.  Such  are  substan- 
tially the  views  of  Sdigman,'  Adama,  *  Fairchild,*  and  Hayes.* 
Curiously  enou^,  many  of  the  buaineas  men  advocating  the 
tax  agree  that  normally  it  will  be  shifted.  Yet  their  hteraturc 
is  full  of  asaertions  that  the  taxes  on  excess  profits  and  busi- 
ness incomes  are  also  passed  on  to  the  consumer  in  higher 
prices.  Sudi  is  substantially  the  opinion  of  Rothschild,* 
Lord,*  Kahn,»  Clart  (National  Retc^  Dry  Goods  AsBoda- 
tion),"Opdycke  (Tax  Le^ue  of  America)," Bache,Vorenberg, 
Satterlee,  and  others.  Th^  have  gone  so  far  as  to  estimate 
what  portion  of  current  prices  is  due  to  the  inclusion  of  profits 
taxes."  Believing  this,  they  concede  that  the  sales  tax  would 

I  Haniim  p.  714. 

'  Adum,  NnHted  Tu  Rtfocn,  p.  39. 

>  BMTlBth  R>-  714,  TIS. 

'  N«d«d  Tki  IMotiD,  p.  IBaadpp.  30,ai:af.alBUiartiDl«iliBiMtOBTniuBript, 
JbIv  31,  isao,  p.  S.  E*  tUnln,  bairar«r,  it  will  be  diSeuIt  to  ihlft  tha  aln  tu  Id  tba 
Dnrtutun. 


•  "  Tha  tuddaDM  of  tli*  B^m  Tu,"  itkit  In  Aniuk  for  May,  1931,  pp.  307-313. 
It  du>r  ba  addad  hva  that  Profiaor  Drnvld  hUar  baa  attMsptad  In  Ui  book,  PnOti, 
Wataa  and  Prlow,  pp-  1B3-30S,  to  danoutnta  atatklioallr  that  an»«  profita  ta»* 
h>n  ant  baen  ahiftad. 

>  AHho  ba  ia  IneonBatoBt,  a*  win  ba  ahon  iMar.  Bat  aaa  hli  Hlea  tax  Piiinn,  pp. 
3S-41  and  Haaiian  PP'  S83,  383. 

•  DiaenMloo  of  the  ToiUtlTa  Baport  ot  Uw  Tu  ComnlttM  of  tba  Katkmal  lada^ 
trial  Conferenoa  Board,  pp.  10-14;  et.  «l«o  TMdnc  >  Soap  Bobble,  p.  1. 

•  nooMdinv,  pp.  87-01. 

<•  Tbakr  Fba  to  Rortea  th*  BavMM  Uw  at  1B18,  p.  13;  «f.  alao  Bwiij^i,  p.  IW. 

u  atatouBtof  MT.OpdrAaomiLMWMotAnMriwtoSwatonMUkMCoaiinlt. 
Ua,  Hwriiv,  lapedallr  p.  371;  of.  *!■>  tba  Loacw'a  AMnm  to  Coacnn. 

i>  Tba  ftataiMBt  whkfa  nm*  tbraaah  moat  of  tba  StsBtun  ia  tbM  ■nh  tana  bar* 
toawMid  !■<«■  about  13  por  eaat.  Sao  «*!«■  t»»  ftinar.  p.  35;  Ta«  L«««n«'a Addw  to 
Confcaa,  »■  10;  Lord'a  TadafBl  Tuaa  and  tha  FWniata,  p.  4;  Opdydw,  HMriosi,  p.  3TI. 
Tha  Tkntion  Comidttaa  ol  tha  Natkual  Bolaa  Drr  Oooda  Awodatloii  puts  H  at  about 
U  p«  east,  aaa  p.  13.  J.  8.  BaAa  aanaa  iritb  til 
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be  paased  oo  to  oonsumen,  and  still  sdvooate  it  u  a  meaits  of 
idieving  the  tax  burden  on  the  public.*  Some  have  adied  wliy 
buflineflfl  mes,  if  ihty  do  not  beu*  the  profits  taxes,  are  eo  oon- 
oemed  to  lift  the  burden  from  tite  oonsuming  public.*  In 
answer  it  has  been  Sfud  tliat  heavy  taxes  reduoe  the  bujring 
power  of  oonsumere,  and  that  profits  taxes  are  uncertain,  and 
cannot  be  definitely  calculated  and  provided  for  in  advance, 
resulting  in  overchaiging,  and  that  taxee  levied  on  book 
profits  which  may  not  materialise  must  be  paid  in  cash.' 
Opponents  of  the  salea  tax  contend  that  if  the  incidence  of  tite 
sales  tax  would  be  upon  the  consumers,  that  fact  presents  a 
vay  important  objection  to  the  change;  it  is  not  iu  accord 
with  social  justice  to  lay  so  much  tax  burden  on  the  baas  of 
expenditure,  which  is  not  a  fit  criterion  of  alulity  to  pay.* 
TiuB  has  led  Professor  Adams,  for  example,  to  recommend 
"sot  heavy  consumption  taxes  on  abecrfute  neoessitieB"  but 
on  "non-essentials  of  widespread  oonsun^tion."  *  Some  oS 
the  aalea  tax  propments,  granting  the  validity  of  the  ability- 
to-pay  argument,  suggest  that  at  the  same  time  that  a  sales 
tax  is  imposed,  the  exemptionB  under  the  inonne  tax  be  is- 
ereaaed  to  $6,000  for  married  persons  and  92,500  for  sin^.* 
Opponents  deny  that  such  exemptions  would  alleviate  the 
conditions  of  those  who,  being  free  from  the  income  tax  now, 
would  nevertheless  bear  the  sales  tax.'  Some  dispute  the  very 
argument  itaelf ,  mAinfjunitig  that,  after  all,  a  man's  expcouli- 
ture  ID  dollars  is  "  his  own  estimate  oi  his  idulity  to  pay,"  and 

<  Bm,  tor  fawtaBm,  fb»  nha  tu  Primw,  p.  iT;  Lend*!  IMdiw  Turtiiai  ■  Ftttial 
Amat  inatawl  ol  ft  liiUlitr,  and  Hmiinas.  iff.  IS,  U:  Uw  Tu  Lmvm^  Utaa  to 
OaBtfWfc  p.  U,  ud  ill  BoriDM  b  B«ii«  SIM  br  Vmrim  TtnOiM,  9-  S- 

■  Adfov'  NMifad  Tu  lUhm,  p.  tt. 


•  Adutf,  NMdad  Tu  Rrfono,  pp.  »•».  TIh  N.  I.  C.  B.  CooMiitUB  «ji  tb*  tat 

hnnt  wlnthw  ■  nii iiilllj  liiliiiiiij iMHilhl.tiiit  ■  trnlhw  " i1»  im  t«  tti -nirh 

(■  dkbantu  ud  thM  It  win  b*  aUIUd."    Bapart,  p.  M. 
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tiiat  tiiere  is  "elemeiital  justioe"  in  having  the  tax  burden 
Taiy  mth  expenditure.* 

There  ia  no  complete  agreement  aa  to  the  inddenoe  of  the 
tax  even  under  normal  competitive  conditions.  One  advocate, 
tho  prooeediog  in  most  of  hisaigument  on  the  assumption  that 
the  sales  tax  is  shifted,  maintains  that  "where  the  profits  of 
an  industry  are  large,  the  one  per  cent  tax  is  not  a  substantial 
item,  and  may  under  strong  competitive  conditions  be  wholly 
or  partially  absorbed  by  the  dealers.  Where  profits  are  small, 
however,  every  bit  of  the  smallest  tax  must  and  will  be  shifted 
to  the  buyer."  ■  Opponents  assert  that,  if  the  tax  is  not 
shifted,  being  borne  by  the  seller,  it  would  become  a  tax  on 
gross  inoome,  discriminating  against  businesses  whose  profits 
fwm  only  a  small  part  of  their  sales.*  If  the  tax  took  tiie  f ona 
of  a  levy  on  retail  sales,  there  would  be  disorinunation  <^  a 
more  serious  kind  against  the  retailers  of  the  oountiy,  who 
alone  would  bear  it.  Some  are  oonoemed  over  the  fear  that  in 
a  falling  marlret  it  would  be  difficult  if  not  impossible  to  shift 
the  tax.  Oertainly  under  such  conditions  the  tax,  possessing 
all  the  evils  of  a  gross  inoome  tax,  would  bear  mom  heavily  on 
the  businesses  with  profits  forming  a  small  percentage  of  total 
sales.*  But  some  sales  tax  advocates  deny  ihst  such  taxes 
oould  not  be  shifted  even  in  a  buyer's  market,  stating  that "  a 
merchant  may  be  unable  to  shift  a  relatively  high  overhead, 
•  .  .  he  may  in  fact  be  selling  goods  at  a  loss,  but  a  sales  cost 
that  '  runs  with  the  goods '  operating  at  the  tame  upon  all 
competitive  sellers  will  be  shifted  in  the  price."  *  The  ques- 
tion of  incidence  is  easiy  the  most  impcH'tant  in  the  whole 
debate. 

I  LonLTbcBobUaHMBiuM— WlatNott,  p.11. 

a  PitBV.  p.  M.  TUi  Uod  el  luiMJitiBtr  W  alnadr  bMi 
V  AdMM.  NMd«l  Tu  IWorm,  p.  M. 

4,  iV.  dL,  n>.  n,  M:  H.  I.  a  B.  OomMn  B*- 
pwt,  pp.  19,  aOt  AduB,  NmUd  Tu  Rdatm,  p.  It. 

■  Bwart,p.H;  AdasK  NMdid  Tte  IWiinn,  p.  M;  D.  8. 


n  Na  M  fl(  D.  S. 
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Another  objection  of  major  ioterest,  vhich  T.  S.  Adams 
and  others*  have  raised  against  the  general  sales  tax  and 
which  the  advocates  olaim  to  refute,  is  that  the  tax  would  dis- 
criminate in  favor  of  lar^  "multiple-process"  "self-con- 
tained" business  oi^anizations,  and  thus  have  "a  tendency  to 
drive  smaller  enterprises  out  of  business."  In  the  process  of 
bringing  commodities  from  raw  material  to  finished  form  in 
tite  consumere'  hands,  there  are  mai^  turnovers,  on  each  <tf 
which  a  tax  would  have  to  be  levied.  The  tax,  b^ng  cumula- 
tive, would  burden  more  lightly  those  organizations  wliich 
c<HDbined  all  the  processes  under  one  management  and  so 
paid  only  one  tax,  while  other  smaller  independent  organisa- 
tions would  pay  at  each  turnover.  In  the  prices  of  the  typical 
commodity  there  might  be  included  taxes  on  several  timw 
overs,  but  the  prices  of  the  output  of  some  producera  would 
be  increased  by  one  tax  only.  The  usual  answer  to  this 
argument  by  the  proponents  of  a  sales  tax  is  that  the  ad- 
vantage which  self-contained  organizationa  possess  over 
"single-procesB"  concerns  is  "negiifpblb."  They  xugp  that 
large  organizations  and  small  independent  busineases  exist 
together,  and  by  figures  attempt  to  demonstrate  that  "even 
very  wide  differences  in  operating  expenses  now  are  not  suf- 
ficient to  prevent  the  profitable  existence  of  the  smaller  oon- 
oems,  and  that  a  further  one  per  cent  tax  could  not  change 
the  situation  t^|»eciab^."  *  Moreover,  they  assert,  if  there 
should  be  "loading"  of  sales  taxes,  such  "loadii^"  is  much 
greater  now  with  the  profits  taxes.  One  writer,  at  least,  feel- 
ing the  force  of  the  objection,  proposes  that  a  tax  should  be 
collected  from  the  self-contained  concern  "as  many  times  as 
there  are  processes  between  the  raw  material  and  the  finished 
product."  *  Of  course  the  objection  could  not  be  raised 
i^ainst  a  retail  sales  tax. 

■  Adui^  Ntaiai  Tu  Rufom,  p.  IS;  N.  I.  C.  B.  CamnittM  Bqxirt.  p.  3;  0«dil 
M«d'i  Saport.  p.  M;  U.  B.  Chunbv  of  Camnun  Bapoit,  p.  10:  falnlAI.  "-^-J-^r. 
pp.  S83,  OSi;  BklluitiBS.  Annak,  U>r.  im.  V-  SIB. 

'  ItotlweMld.  PriiMr.  pp.  ta-U;  Lotd'i  Miwarion  at  T«m«tiT»  Raport  at  N.  I.  C.  R 
Csmnittaa  Baport,  pp.  IS,  Mj  Nttiona]  RaUil  Drjr  Good*  *»nca»tinn  Bapnrt,  pp.  19. 
18;  Tu  Lncna'*  Addi^  to  Concrw,  pp.  31,  23. 

•  Hord,  ADMli,  limy,  IBtl,  p.  300. 
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Another  important  question  duonned  in  the  s^ei  tax 
literature  is  the  dfeot  upon  the  ajretem  of  mai^eting  wid  dis- 
tribution of  goods.  The  cUim  is  made  that  leasing  and  rental 
of  goods  would  Boperosde  strait  sales  and  that  selling  agents 
would  take  the  place  of  niiolenslers,  nsulting  in  the  elimina- 
tion of  certain  types  of  middlemen  and  Tn^M^^g  difficult  the 
definition  of  "sale."'  DiseuMononthispmntgetanofurtiier 
than  aqireesioos  of  opinion.  The  sales  tax  advooatea  daim 
that  it  would  cost  more  than  1  per  cent  to  evade  tiie  tax  in 
this  way,*  that  the  government  is  now  cdleoting  taxea  (m 
teaosactions  of  the  same  sort,  that  ittb  existing  apedfle  sales 
taxes  have  produced  no  such  changes,  and  Uiat  bunness  men 
would  not  lease  goods  for  which  Uiey  had  a  cash  market.'  in 
answer  to  the  statement  that  sales  taxes  in  the  past  and  in 
certain  modem  countriee  have  been  adt^ted  only  as  a  last 
res(H*t,  and  have  had  an  unfortunate  history,*  the  advocates 
point  to  the  Philippine,  the  Canadian,  the  French  and  even 
the  Mexican  tax,  tor  which  they  elaim  good  rBsuhs.  The 
Canadian  and  French  taxea,  it  most  be  admitted,  aie  too 
recent  to  affod  a  fair  t«st.* 

There  are  certain  other  advantages  fA  a  sales  tax  irtneh  ita 
advocates  elaim  for  it,  besides  its  alleged  sueeeas  in  other 
eountrioB  and  its  effect  on  tiie  cost  of  hviag.  Undoubtedly  it 
ctmtrasts  favtHsbly  with  the  comidications  of  the  present 
;n«fit8  and  income  taxes.  One  who  reads  the  literature  is  im< 
pressed  with  the  fact  that  me  thing  which  buaness  men 
greatly  desire  is  certainty  and  simfdidty.  Ihey  want  a  tax 
which  they  can  calculate  without  the  oiHiq)lexities  of  a  deter- 
mination of  net  income,  invested  c^atal,  profits  percentages, 
and  technical  accounting  ooneepts.*  The  sales  tax,  they  claim, 


<  N.  I.  C.  B.  COBHlttM  B^ort.  pp.  »-«i  Bmiiam,  PP-  TOS-nS.  ■taUmMit  if 

•  ItatlHiUkl,BDllMinHo.lI.pp.l7,  tSsTMtLawMriAddiHUCcWiMi.pp.tS- 
lB;  Mia  tu  Frimn.  pp.  11-M:  Bard,  Amuk,  Uar.  tBIl.  PP.  XH. «». 

■  »-iJ™i~]r  -^'— •  't  "iMlnrii  rtin'i  Ttir  "immlnii  fllnll  B.  ITItIf;  ihri  1^^ 
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meets  these  requiremeiLta.  "Every  InianeeB  man  will  know 
what  his  tax  will  be  and  can  make  provision  according."  * 
It  would  relieve  enterprises,  they  assert,  from  governmental 
interference  with  their  ocmduct.  It  would  allow  oonservative 
reserve  policies.  BuBineafl  men  would  simply  report  their 
BRlee,  and  pay  in  monthly  or  quarteriy  instaUments  amounts 
calculated  as  peroentages  of  certain  totals. 

Hu  literature  shows  also  that  some  support  <£  the  sales  tax 
ocRaes  fnxn  a  number  of  industries  which  feel  that  they  have 
been  discriminated  against  in  having  to  pay  certain  ^>ecial 
war  taxes.*  These  demand  that  the  burden  be  shared  with 
other  industries,  in  order  that  the  rate  may  be  lower  on  alL 
Another  argument  presented  by  the  advocates  is  that  it 
would  be  li^t  and  spread  over  all  oonsumers.  One  o^qxMient 
has  admitted  that  the  tax  would  be  low,  and  that  this  mi^t 
be  enou^  to  offset  many  objections.*  The  advocates  claim 
also  that  it  would  be  easily  administoed.*  Some  opponents 
feel  iMt  its  administrative  simplicity  has  been  overem- 
phamsed,*  altho  one  prominent  writer  admits  that  its  ad- 
ministration might  be  less  difficult  if  the  excess  profits  tax 
were  repealed.*  One  of  the  advantages  conceded  by  nt- 
onies,  to  which  its  friends  hke  to  point,  is  that  it  would  bring 
in  large  revenue.'  The  sales  taxaa  claim,  too,  that  it  would 
be  superior  to  profits  taxes  in  that  it  would  bring  in  the 
revenue  in  bad  times  as  well  as  good,  since  sales  fluctuate  less 
than  profits.'  A  number  of  difficulties  have  been  presented 
concerning  the  all-inclusive  turnover  tax  advocated  by  Roth- 
schild and  othersg'and  theretail  sales  tax,^  but  these  are  not  <rf 
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pnciical  importanoe  ainoe  the  limited  turnover  tax  on  oom- 
moditieB  Beenu  to  have  the  greatest  number  of  si^>portet8. 

Buch  are  the  larger  iwues  in  this  tax  debate.  In  the  opinion 
of  the  reviewer,  tiie  tax,  whatever  its  inddence  in  the  im- 
mediate future,  would  normally  be  a  burden  on  oonsumerB. 
Just  as  certainly  the  exoesB  profits  tax  which  it  would 
repUoe,  or  any  other  business  inccHne  tax  which  mij^t 
be  taken  in  its  stead,  is  not  passed  on  to  oonsumers.  Do 
its  other  advantages  overcome  this  disadvantageT  H  we 
adt^t  it,  we  should  do  so  with  our  eyes  open,  without  illumom 
about  Buoh  a  change  removing  any  of  the  "tax  content  from 
the  consumer's  dollar." 

K.  M.  WiLLuvBtwr. 
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